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DOD-IR-1 

For the following time periods: June 30, September 30, and December 31, 2007, and March 31 
and June 30, 2008 (as soon as available), please provide the following information for Hawaiian 
Electric Industries, Inc. and Hawaiian Electric Company: 

a) Embedded cost rates for long-term debt, short-term debt, other debt and preferred or 
preference stock; 

b) Computation of embedded cost rates of long-term debt; 
c) Computation of embedded cost rates of short-term debt; and 
d) Computation of embedded cost rates of preferred or preference stock. 

Note: Schedules should include date of issue, maturity date, dollar amount, coupon rate, 
net proceeds, annual interest paid and balance of principal, where applicable. 

HECO Response: 

a. Please see the schedule on page 3. 

b. Please see schedules on pages 4-6 and 9 for computation of long-term debt embedded cost 

rates. 

c. HECO and HEI do not calculate the embedded cost rate of short-term debt. HECO and 

HEI's short-term debt is comprised of commercial paper issuances and intercompany 

borrowings. Each commercial paper issuance has a stated rate which is comprised ofthe 

interest to the purchaser ofthe commercial paper and a fee to the commercial paper broker. 

Currently, HECO normally issues commercial paper with terms of 30 days or less mid HEI 

normally with terms of 45 days or less. There are numerous issumices in any given quarter 

and the amount outstanding fluctuates throughout the quarter. The individual commercial 

paper transactions and intercompany borrowings are not compiled to derive a single cost rate 

for a quarter or any other period. HECO can also borrow funds from HEI, MECO or 

HELCO. If HECO borrows from MECO or HELCO, HECO pays interest on funds at a rate 

equal to the simple average ofthe effective 7-day Treasury Repurchase rate quoted by 
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Merrill Lynch on each Friday during the month. See the response to DOD-IR-6 for 

information relating to the borrowing rate when HECO borrows funds from HEI. 

d. Please see schedules on pages 7 and 8 for computation of preferred stock embedded cost 

rates for HECO. HEI does not have any outstanding preferred stock. 
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HECO (Oahu only) 
Periods ended 

Long-term debt (p. 6) 
Short-term debt 

Preferred stock (p. 8) 

6/30/2007 9/30/2007 12/31/2007 3/31/2008 6/30/2008 

* * 5.55% * * 
see response to (c) 

* * 5.51% * * 

HEI (Parent Company only) 
Periods ended 

Long-term debt (p. 9) 
Short-term debt 
Preferred stock 

6/30/2007 9/30/2007 12/31/2007 3/31/2008 6/30/2008 

* * 5 57% * * 

see response to (c) 
see response to (d) 

* The Company does not calculate this information for the specified period. 

Based on annual interest requirements/long-term debt balance. 

Based on annual requirements/net proceeds. 

Based on weighted average interest rate as of 12/31/07. 
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LONG-TERM DEBT 
Hawaiian Electric Company, Inc. 

December 31 2007 

Obligations to the State of Hawaii for repayment of 
special purpose revenue bonds: 
4.55%, Series 2007A, due 2037 
4.50%, Refunding series 2007B, due 2025 
4.80%, Refunding series 2005A, due 2025 
5.00%, Refunding series 2003B, due 2022 
5.10%, Series 2002A, due 2032 
5.70%, Refunding series 2000, due 2020 
5.75%, Refunding series 1999B, due 2018 
6.20%, Series 1999C, due 2029 
6.15%, Refunding series 1999D, due 2020 
4.95%, Refunding series 1998A, due 2012 
5.55%, Series 1997A, due 2027 
5 7/8%, Series 1996B, due 2025 
6.20%, Series 1995A, due 2025 
6.50%, Series 1995A, refunded 2005 
5.45%, Series 1993, due 2023 
6.55%, Series 1992, refunded 2003 
Less funds on deposit with trustees 

Total special purpose revenue bonds 

Notes payable to associated companies: 
8.05%, QUIDS, paid in 2004 
7.30%, QUIDS, paid in 2004 

Other long-term debt - unsecured: 
6.50%, series 2004, Junior deferrable interest 

debentures, due 2034 

Total other long-term debt - unsecured 

Total long-term debt 
Less unamortized discount on revenue bonds 

Total long-terra debt, net 

100,000,000 
52,000,000 
40,000,000 
40,000,000 
40,000,000 
45,000,000 
30,000,000 
35,000,000 
15,000,000 
42,580,000 
50,000,000 

50,000,000 

(14,407,300) 

537,172,700 

— 

31 

31 

558 
(1 

$557 

546,400 

546,400 

719,100 
052,079) 

557,021 

Includes current portion of long-term debt. 
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LONG-TERM DEBT INTEREST REQUIREMENTS ON DEBT OUTSTANDIMG AT DECEMBER 31 (Annual Basis) 
Hawaiian Electric Company, Inc. 

December 31 2007 

Interest on special purpose revenue bonds: 
4.55%, Series 2007A, due 2037 S 3,980,060 
4.50%, Refunding series 2007B, due 2025 2,852,000 
4.80%, Refunding series 2005A 1,920,000 
5.00%, Refunding series 2003B 2,000,000 
5.10%, Series 2002A 2,040,000 
5.70%, Refunding series 2000 2,522,000 
5.75%, Refunding series 1999B 1,725,000 
5.20%, Series 1999C 2,170,000 
5.15%, Refunding series 1999D 984,000 
4.95%, Refunding series 1998A 2,107,710 
5.55%, Series 1997A 2,825,000 
5 7/8%, Series 1995B 
5.20%, Series 199 5A 
5.50%, Series 1995A 
5.45%, Series 1993 2,725,000 
5.55%, Series 1992 

27,950,770 

Interest on notes payable to associated companies; 
8.05%, QUIDS 
7.30%, QUIDS 

Interest on other long-terra debt - unsecured: 

5.50%, series 2004, Junior deferrable interest debentures 2,050,515 

2,050,515 

30,001,285 
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LONG-TERM DEBT INTEREST REQUIREMENTS ON DEBT OUTSTANDING AT DECEMBER 31 (Annual Basis) (continued) 
Hawaiian Electric Corapany, Inc. 

December 31 2007 

Balance brought forward $30,001,285 

Araortization of debt expense and premium: 

First mortgage bonds : 
Series S 
Series T 
Series U 
Series V 
Series X 56,533 

Special purpose revenue bonds: 
4.55%, Series 2007A, due 2037 70,745 
4.50%, Refunding series 2007B, due 2025 171,283 

4.80%, Refunding series 2005A 156,754 
5.00%, Refunding series 2003B 148,377 
5.10%, Series 2002A 59,487 
5.70%, Refunding series 2000 153,258 
5.75%, Refunding series 1999B 117,854 
5.20%, Series 1999C 37,330 
5.15%, Refunding series 1999D 50,403 
4.95%, Refunding series 1998A 216,748 
5.65%, Series 1997A 55,308 
5 7/8%, Series 1995B 
5.20%, Series 1996A 
5.60%, Series 1995A 
5.45%, Series 1993 78,254 
5.55%, Series 1992 

QUIDS, 8.05% 4 0,416 
QUIDS, 7.30% 37,899 
Other long-terra debt - unsecured: 

5.50%, series 2004, Junior deferrable interest 
debentures 

Annual debt interest requirements 

Long-terra debt outstanding at end of year 

Embedded cost of long-term debt 

The Series R, S, T, U, V and X first mortgage bonds were redeemed 

prior to maturity. The unamortized debt expense remaining at the 

time of redemption and the additional preraiura paid on early redemption 

is being araortized over the remaining life of the respective bonds. 

1, 

$31, 

$557, 

31,099 

.501,849 

.503,135 

. 557,021 

5.55% 

^Includes araortization of bond discount. 
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PREFERRED STOCK 
Hawaiian Electric Company, Inc. 

December 31 2007 

Cumulative preferred stock: 
Authorized: 2007-2002, 5,000,000 shares of $20 par value 

and 5,000,000 shares of $100 par value. 

Series 
Par 

Value 

Shares 
Outstanding 
December 31, Date 

2007 Issued 

Series not subject to mandatory redemption: 

C-4 1/4% 
D-5% 
E-5% 
H-5 1/4% 
1-5% 
J-4 3/4% 
K-4.55% 

$20 
20 
20 
20 
20 
20 
20 

150,000 
50,000 
150,000 
250,000 
89,557 

250,000 
175,000 

1,114,557 

October 22, 1945 
August 15, 1948 -
March 20, 1950 --
October 14, 1950 
August 15, 1951 -
June 5, 1952 
January 27, 1954 

$3,000,000 
1,000,000 
3,000,000 
5,000,000 
1,793,140 
5,000,000 
3,500,000 

$22,293,140 
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PREFERRED STOCK DIVIDEND REQUIREMENTS (Annual Basis) 
Hawaiian Electric Corapany, Inc. 

Deceraber 31 

Preferred stock dividends: 
Series C, 4 1/4% 
Series D, 5% 
Series E, 5% 
Series H, 5 1/4% 
Series I, 5% 
Series J, 4 3/4% 
Series K, 4.55% 

Total annual dividends 

Araortization of preferred stock expenses 

Total annual requireraents 

Preferred stock outstanding 

Unamortized preferred stock expenses: 
Series C 
Series D 
Series E 
Series H 
Series I 
Series J 
Series K 
Series M 
Series Q 
Series R 

Total unamortized preferred stock expenses 

Net proceeds 

Embedded cost of preferred stock 

2007 

127,500 
50,000 
150,000 
252,500 
89,557 

237,500 
152,750 

1,079,907 

55,085 

$ 1,134,993 

$22,293,140 

70,404 
55,071 
83,555 
59,579 
54,701 
49,554 
39,755 
49,318 
91,245 
16,241 

1 , 

$20, 

. 579, 

. 513 , 

£ 

524 

5 1 5 

1 . 5 1 % 



DOD-IR-1 

DOCKET NO, 

PAGE 9 OF 9 

2008-0083 

HEI 
LONG-TERM DEBT 
Weighted Average Interest Rate as of 12/31/07 

Description 
Series B -
Series B -
Series B -
Series C • 
Series D • 
Series D • 
Series D • 
Series D • 

•MTN 
•MTN 
•MTN 
-MTN 
-MTN 
-MTN 
-MTN 
-MTN 

12/31/07 
Principal 
Balance 

7,000,000 
0 
0 

100,000,000 
50,000,000 
50,000,000 
50,000,000 

100,000,000 
357,000,000 

Date 
of Note 

10/01/97 
10/01/97 
10/01/97 
05/05/99 
03/07/03 
03/07/03 
03/17/04 
08/08/06 

Maturity 
Date 

10/01/12 
10/01/07 
10/01/07 
05/05/14 
03/07/08 
03/07/13 
03/15/11 
08/15/11 

Interest 
Rate 

7,13% 
6,93% 
6,90% 
6,51% 
4,00% 
5,25% 
4,23% 
6,14% 

Computation 
12/31/2007 
Weighting 

1,96% 
0,00% 
0,00% 

28,01% 
14,01% 
14,01% 
14,01% 
28 ,01% 

100,00% 

Weighted Average 
Rate 

0.14% 
0.00% 
0.00% 
1.82% 
0.56% 
0.74% 
0.59% 
1.72% 
5.57% 
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DOD-IR-2 

a. Please list all of Hawaiian Electric Industries' subsidiaries, providing a short description of 
the business of each and indicate whether or not the subsidim'y is active or inactive. 

b. Please list all of Hawaiian Electric Company's subsidiaries, providing a short description 
ofthe business of each and indicate whether or not the subsidiary is active or inactive. 

c. Please provide a consolidating (not consolidated) balance sheet for Hawaiian Electric 
Company at December 31, 2007, or the most recent date available. 

HECO Response: 

a. For a list of Hawaiian Electric Industries, Inc. ("HEI")'s subsidiaries and a short description 

of each business, please refer to the SEC filing Form 10-K for the fiscal year ended 

December 31, 2007 ("2007 Form 10-K"), page 1 and HEI Exhibit 21, shown on pages 1 and 

2 of Attachment 1 of this response. HEI Capital Trust II and III are inactive financing 

entities, as noted on page ii ofthe 2007 Form 10-K, shown on page 3 of Attachment 1 of this 

response. 

b. For a list of Hawaiian Electric Company, Inc.'s subsidiaries and a short description of each 

business, please refer to the 2007 Form 10-K page 1 and HECO Exhibit 21, shown on page 

1 of Attachment 1 and page 1 of Attachment 2 of this response. 

c. The consolidating balance sheet for Hawaiian Electric Company, Inc. as of June 30, 2008, 

can be found on page 33 ofthe SEC filing Form 10-Q filed on August 4, 2008, shown on 

Attachment 3 of this response. 
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PARTI 

ITEM 1. BUSLNESS 

HEI 

HEI was incorporated in 198! under the laws ofthe State of Hawaii and is a holdii^ company with its principal subsidiaries engaged in electric utility, banking 
and other businesses operating primarily in the State of Hawaii, HEI's predecessor, HECO, was incorporated under the laws ofthe Kingdom of Hawaii (now the State 
of Hawaii) on October 13, 1891, As aresult of a 1983 corporate reorganizatifm, HECO became an HEI subsidiary and common shareholders of HECO became common 
shareholders of HEI, 

HECO and its operating utility subsidiaries, Hawaii Electric Light Company, Inc, (HELCO) and Maui Electric Company, Limited (MECO), are regulated 
electric public utilities, HECO also owns all the common securities of HECO Capital Trust III (Delaware statutory trust), which was formed to effect the issuance of 
$50 million of cumulative quarterly income preferred secrurities in 2004, for the benefit of HECO, HELCO and MECO, In DecenAer 2002, HECO formed a subsidiary, 
Renewable Hawaii, Inc, to invest in renewable energy projects. In September 2007, HECO formed another subsidiary, Uluwehiokama Biofuels Corp,, which will partly 
own a new biodiesel refining plant to be built on the island of Maui by 2009 and will direct its profits into a trust to be created for the purpose of funding biofuels 
development in Hawaii, 

Besides HECO and its subsidiaries, HEI also currently owns directly or indirectly the following subsidiaries: HEI Diversified, Inc. (HEIDI) (a holding company) 
and its subsidiary, ASB, and the subsidiaries of ASB; Pacific Energy Conservation Services, Inc. (PECS); HEI Properties, Inc, (HEIPI); HEI Investments, Inc.; 
Hawaiian Electric Industries Capital Trusts II and III (formed in 1997 tobe available for trust securities financings); and The Old Oahu Tug Service, Inc. (TOOTS). 

ASB, acquired in 1988, is the third largest financial institution in the State of Hawaii based on total assets as of December 31, 2007, ASB has a division involved 
in the sale and distribution of insurance produces, 

HEIPI, whose predecessor company was formed in February 1998, holds venture capital investments (in companies based in Hawaii and the U,S, mainland) with 
a carrying value of $1,6 million as of December 31, 2007, 

HEI Investment Corp, (HEIIC), incorporated in May 1984 primarily to make passive investments in corporate securities and other long-term investments, 
changed its name to HEI Investments, Inc. (HEIII) in January 2000. HEIII is not an "investment corr^any" regulated under the Investment Company Act of 1940, 
HEIII's long-term investments previously consisted primarily of investments in leveraged leases, the last ofwhich was sold in November 2007, Since HEIII has now 
sold substantially all of its investments, the Company currently plans to wind up HElll's affairs during 2008. 

PECS was formed in 1994 and currently is a contract services company providii^ limited support services in Hawaii, 

In November 1999, Hawaiian Tug & Barge Corp, (HTB) sold substantially all of its operating assets and the stock ofYB for a nominal gain, chained its name to 
TOOTS and ceased maritime freight transportation operations, TOOTS currently administers certain employee and retiree-related benefits programs and monitors 
matters related to its former operations and the operations of its former subsidiary. 

For additional information about the Company, see HEI's MD&A, HEI's "Quantitative and Qualitative Disclosures about Market Risk" and HEI's Consolidated 
Financial Statements, which are incorporated by reference into Part II of this Form lO-K, 

The Company's website address is www,hei,com. The information on the Company's website is not incorporated by reference in this annual report on Form 10-
K unless specifically incorporated herein by reference, HEI and HECO currently make available free of charge throughthis website their annual reports on Form lO-K, 
quarterly reports on Form 10-Q, current reports on Form 8-IC and all amendments to those reports (since 1994) as soon as reasonably practicable after such material is 
electronically filed with, or furnished to, the SEC. 

1 
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HEI Exhibit 21 

Hawaiian Electric Industries, Inc, 
SUBSIDIARIES OF THE REGISTRANT 

The following is a list of all direct and indirect subsidiaries ofthe registrant as of February 28,2008. The state/place of incorporation or organization is noted in 
jiarentheses and subsidiaries of intermediate parent companies are designated 1:̂  indentations, 

Hawaiian Electric Company, Inc, (Hawaii) 
Maui Electric Company, Limited (Hawaii) 
Hawaii Electric Light Company, Inc, (Hawaii) 
Renewable Hawaii, Inc. (Hawaii) 
Uluwehiokama Biofuels Corp, (Hawaii) 
HECO Capital Tnist III (Delaware) 

HEI Diversified, Inc, (Hawaii) 
American Savings Bank, F,S,B, (federally chartered) 

American Savings Investment Services Corp, (Hawaii) 
Bishop Insurance Agency of Hawaii, Inc, (Hawaii) 

Pacific Enei^y Conservation Services, Inc. (Hawaii) 
HEI Investments, Inc. (Hawaii) 
HEI Properties, Inc, (Hawaii) 
Hawaiian Electric Industries Capital Trust II (a statutory trust) (Delaware) (potential financing entity) 
Hawaiian Electric Industries Capital Trust III (a statutory trust) (Delaware) (potential financing entity) 
The Old Oahu Tug Service, Inc. (Hawaii) 



DOD-IR-2 
DOCKET NO. 2008-0083 
ATTACHMENT 1 
PAGE 3 OF 3 

Table of Contents 

Defined below are certain terms used in this report: 

GLOSSARY OF TERMS 

Terras 

1935 Act 
2005 Act 
AES Hawaii 
ASB 

Public Utility Holding Company Act of 1935 
Public Utility Holding Company Act of 2005 
AES Hawaii, Inc, formerly known as AES Barbers Point, Inc 
American Savings Bank, F,S.B,, a wholly-owned subsidiary of HEI Diversified, Inc, and parent 
company of American Savings Investment Services Corp, (and its subsidiary since March 15, 2001, 
Bishop Insurance Agency of Hawaii, Inc), Former subsidiaries include American Savings Mortgage 
Co., Inc, (dissolved in July 2003), ASB Service Corporation (dissolved in January 2004), ASB Realty 
Ccffporation (dissolved in May 2005) and AdCommunications, Inc, (dissolved in May 2007), 

BIF 
BLNR 
Btu 
CERCLA 
Clieviou 
Company 

Bank Insurance Fund 
Board ofLand and Natural Resources ofthe State of Hawaii 
British thermal unit 
Comprehensive Environmental Response, Compensation and Liability Act 
Chevron Products Company, a fuel oil supplier 
When used in Hawaiian Electric Industries, Inc, sections, the "Company" refers to Hawaiian Electric 
Industries, Inc, and its direct and indirect subsidiaries, including, without limitation, Hawaiian Electric 
Company, Inc, and its subsidiaries (listed under HECO); HEI Diversified, Inc, and its subsidiary, 
American Savings Bank, F,S,B, and its subsidiaries (listed under ASB); Pacific Energy Conservation 
Services, Inc; HEI Properties, Inc; HEI Investments, Inc; Hawaiian Electric Industries Capital Trust II 
and Hawaiian Electric Industries Capital Trust III (inactive financing entities); and The Old Oahu Tug 
Service, Inc, (formerly Hawaiian Tug & Barge Corp,), Former subsidiaries of HEI (other than former 
subsidiaries of HECO and ASB and former subsidiaries of HEI sold or dissolved prior to 2004) include 
Hycap Management, Inc, (dissolution completed in 2007); Hawaiian Electric Industries Capital Trust I 
(dissolved and terminated in 2004)*, HEI Preferred Funding, LP (dissolved and terminated in 2004)*, 
Malama Pacific Corp, (discontinued operations, dissolved in June 2004), and HEIPC (discontinued 
operations, dissolved in 2006) and its dissolved subsidiaries, (*unconsolidated subsidiaries as of 
January 1,2004). 

When used in Hawaiian Electric Company, Inc sections, the "Company" refers to Hawaiian Electric 
Company, Inc, and its direct subsidiaries. 

Consnraer Advocate 

CT 
D&O 
DG 
DOD 
DOH 
DRIP 
DSM 
ECAC 
EITF 
EOTP 
EPA 
ERL 
FDIC 
FDICIA 
federal 
FERC 
FHLB 
FICO 

Division of Consumer Advocacy, Department of Commerce and Consumer Affeirs ofthe State of 
Hawaii 
Combustion turbine 
Decision and order 
Distributed generation 
Department of Defense - federal 
Department of Health ofthe State ofHawaii 
HEI Dividend Reinvestment and Stock Purchase Plan 
Demand-side management 
Energy cost adjustment clause 
Emerging Issues Task Force 
East Oahu Transmission Project 
U,S, Environmental Protection Agency 
Environmental Response Law ofthe State ofHawaii 
Federal Deposit Insurance Corporation 
Federal Deposit Insurance Corporation Improvement Act of 1991 
U.S, Government 
Federal Energy Regulatory Commission 
Federal Home Loan Bank 
Financii^ Corporation 
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HECO Exhibit 21 

Hawaiian Electric Company, Die, 
SUBSroiARIES OF THE REGISTRANT 

The following is a list of all subsidiaries ofthe registrant as of Febmary 28, 2008, The state/place of incorporation or organization is noted in parentheses. 

Maui Electiic Company, Limited (Hawaii) 

Hawaii Electric Light Company, Inc. (Hawaii) 

Renewable Hawaii, Inc. (Hawaii) 

Uhiwehiokama Biofuels Corp, (Hawaii) 

HECO Capital Trust III (a statutory trust) (Delaware) (unconsolidated) 
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Hawaiian Electric Company, Inc, and Subsicharies 
CoQsoIidatiDg Balance Sheet (unaudited) 
June 30. 2008 

(in thoHsands) 

Assets 
Utility plant, at cost 

Land 
Plant and equipment 
Less accumulated depreciation 
Plant acquisition adjustment, net 
Constmction in progress 

Net utility plant 
Investment m wholly owned subsidiaries, at equity 
Current assets 

Cash and equivalents 
Advances to affiliates 
Customer accounts receivable, net 
Accmed unbilled revenues, net 
Other accounts receivable, net 
Fuel oil stock, at average cost 
Materials & supplies, at average cost 
Prepayments and other 

Total current assets 
Other long-term assets 

Regulatory assets 
Unamortized debt expense 
Other 

Total otiier long-term assets 

HECO HELCO MECO RHI UBC 

Reclassifications 
and 

ElinuuHtious 
HECO 

Consolidated 

$ 28,461 
2,532,218 

(1,008,362) 

— 
127,108 

1,679,425 
425,034 

4,982 
849,108 

(338,716) 

— 
41,663 

557,037 

— 

4,346 
815,329 

(347,446) 
14 

9,149 
481.392 

— 

— 
— 
— 
— 
— 
— 
— 

— 
— 
— 
— 
— 
— 
— 

— s 
— 
— 
— 
— 
— 

(425,034) 

37,789 
4,196,655 

(1,694,524) 
14 

177,920 
2.717.854 

— 

6,702 
61,700 

113,611 
86,931 
6,399 

123,386 
17,785 
13.562 

430,076 

205,805 
10,153 
33,504 

249.462 

S 2,783,997 

1,213 

— 
31,216 
17,815 
2,570 

12,154 
5,095 
1.410 

71,473 

38,991 
2,352 
7,618 

48.961 

677,471 

2,232 

— 
28,371 
18,237 
3,000 

25,585 
14,082 

1.793 
93,300 

33,849 
2,512 
7,066 

43.427 

618,119 

154 

— 
— 
— 
— 
— 
— 
— 
154 

— 
— 
— 
— 
154 

41 

— 
— 
— 
— 
— 
— 
— 

41 

— 
— 
129 
129 

170 

— 
(61,700) 

— 
— 

(5,528) 
— 
— 

(1.208) 
(68,436) 

— 
— 
— 
— 

(493,470) $ 

10,342 

— 
173,198 
122,983 

6,441 
161,125 
36,962 
15.557 

526,608 

278,645 
15,017 
48,317 

341.979 

3,586,441 

Capitalization and liabilities 
Capitalization 

Common stock equity 
Cumulative preferred stock-not subject to 

mandatory redemption 

Long-term debt, net 
Total capitalization 

S 1,148,505 

22,293 
578.548 

1,749,346 

211,967 

7,000 
147,092 
366,059 

212.759 

5,000 
174.325 
392,084 

142 

— 
142 

166 

— 
166 

(425,034) $ 

— 
(425,034) 

1,148,505 

34.293 
899,965 

2,082,763 
Current liabilities 

Short-term borrowings-nonaffiliates 
Short-term borrowmgs-affiliate 
Accounts payable 
Interest and preferred dividends payable 
Taxes accmed 
Other 

Total cunent liabilities 

117,427 
— 

140,332 
10,356 
95,808 
31,008 

394,931 

— 
46,700 
24,839 

2,407 
30,515 
11.328 

115,789 

— 
15,000 
18,358 
2,757 

28.052 
10,510 
74,677 

— 
— 
— 
— 
— 

12 
12 

— 
— 
— 
— 
— 

4 
4 

— 
(61,700) 

— 
(117) 

(1.208) 
(5.411) 

(68.436) 

117,427 
— 

183,529 
15,403 

153,167 
47.451 

516.977 
Deferred credits and other liabilities 

Deferred income taxes 
Regulatory liabilities 
Unamortized tax credits 
Other 

Total deferred credits and otiier liabilities 
Contributions m aid of constmction 

130,203 
191,385 
32,796 

108,980 
463,364 
176,356 

S 2,783,997 

17,294 
48,543 
13,145 
52,108 

131,090 
64,533 

677,471 

11,091 
35,907 
12,820 
29,504 
89,322 
62.036 

618.119 

— 
— 
— 
— 
— 
— 
154 

— 
— 
— 
— 
— 
— 
170 

— 
— 
— 
— 
— 
— 

(493,470) $ 

158,588 
275,835 

58,761 
190.592 
683,776 
302,925 

3,586,441 

33 
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DOD-IR-3 

With regard to the most recent available published balance sheet for Hawaiian Electric 
Company, please respond to the following: 

a) Please identify any debt or other liability that is directly attributable to, or is deemed to 
support unregulated operations. If not, please so specify. 

b) Please identify any assets on the balance sheet that are not listed specifically as utility plant 
investment (e.g., cash investment balances, land held for future non-regulatory use, 
investments in unregulated companies (identify each). 

HECO Response: 

a. There is no debt issues or other liability that is directly attributable or deemed to support 

unregulated (i.e., non-utility) operations. 

b. The following are assets (as shown in Attachment 3 of HECO's response to DOD-IR-2c) 

which are not listed specifically as utility plant investment. However, the asset may or may 

not be included in rate base as illustrated on HECO-1801. This is discussed in further detail 

below. 

1. Construction in progress - This asset is the balance ofthe costs incurred for plant 

during construction and not yet placed in service. This asset is excluded from rate 

base as it is not yet used or useful for public utility purposes. In addition, it earns a 

retum through the capitalization of Allowance for Funds Used During Construction 

("AFUDC"). 

2. Investment in wholly owned subsidiaries, at equity - This asset is neither utility plant 

investment, nor included in rate base. It is not reflected in HECO-1801. This 

represents HECO's investment in its subsidiaries and is reflected in the calculation of 

equity in the cost of equity calculation as shown on HECO-WP-2006. 
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3. Cash and equivalents - This asset is not utility plant investment, but is included in rate 

base in "Working Cash at Present Rates" on HECO-1801. As discussed by 

Mr. Darren Doi in HECO T-18, working cash is the net cash needed for smooth fiscal 

operations. It is comprised of sources and uses of cash from operations. Therefore, 

cash as presented in the balance sheet is captured in rate base through the working 

cash calculation. 

4. Adv^ices to affiliates - This asset is neither utility plant investment, nor included in 

rate base. It is not reflected in HECO-1801. This represents the balance of notes 

receivable from HECO's subsidiaries and is reflected as a reduction in the calculation 

of short-term borrowings and in determining the effective cost of short-term debt as 

shown on HECO-WP-2002. 

5. Customer accounts receivable. Accrued unbilled revenues - This asset is not utility 

plant investment, but is captured in rate base through the working cash impact ofthe 

revenue collection lag, which is used in the calculation of working cash. This 

represents the balance of amounts due from customers for electric service already 

provided. As discussed by Mr. Darren Doi in HECO T-18, the working cash impact 

associated with the revenue collection lag is the cash needed as services are provided 

to customers before customers pay for the services. Therefore, customer accounts 

receivable and accrued unbilled revenues as presented in the balance sheet, are 

captured in rate base through the working cash calculation. 

6. Other accounts receivable - Please see page 10 for further detail. 

Other Customer AccL Receivable - This asset is not utility plant investment, nor 

included in rate base. It is not reflected in HECO-1801. This balance represents 



DOD-IR-3 
DOCKET NO. 2008-0083 
PAGE 3 OF 10 

amounts due from customers for services provided by the Company, other than for 

the provision of electric service. This generally includes CIAC, providing temporary 

facilities and rent. The amounts in this account ^ e due from customers for services 

specifically provided to that customer. 

Other Accounts Receivable - This asset is neither utility plmit investment, nor 

included in rate base. It is not reflected in HECO-1801. This balance is comprised of 

receivables from the SolarSaver Pilot Program. The SolarSaver Pilot Program is 

further discussed by Mr. Alan Hee in HECO T-10. 

Accounts Receivable from Assoc. Co. - This asset is neither utility plant investment, 

nor included in rate base. It is not reflected in HECO-1801. This represents the 

amounts for work performed by HECO personnel billed to HECO subsidiaries and/or 

associated companies. It also includes the cost of outside services which were paid 

for by HECO. Generally, billed amounts are paid by the subsidiary or associated 

company in the month following the month billed. 

Interest Receivable from Assoc. Co. - This asset is neither utility plant investment, nor 

included in rate base. It is not reflected in HECO-1801. This represents interest 

accrued on the balance of any outstanding notes receivable balances which are due 

from HECO subsidiaries. The notes receivable balance is considered in determining 

short-term borrowings and determining the effective cost of short term borrowings (as 

discussed in item 4 above). 

7. Fuel oil stock - This asset is not utility plmit investment, but it is included in rate base 

and corresponds to "Fuel Inventory" on HECO-1801. 
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8. Materials & supplies - This asset is not utility plant investment, but it is included in 

rate base and corresponds to "Materials & Supplies Inventories" on HECO-1801. 

9. Prepayments and other - Please see page 10 for further detail. 

Prepayments - This asset is neither utility plant investment, nor included in rate base. 

It is not reflected in HECO-1801. This represents the unmnortized balmice of 

payments capitalized for future services to be provided to the Company. The balance 

is mnortized to expense ratably over the period that the service is provided. 

Generally, prepayments me short-term in nature and the balance is not included in 

rate base. 

DSM Interest Receivable - This asset is neither utility plant investment, nor included 

in rate base. It is not reflected in HECO-1801. To the extent there is a DSM 

regulatory asset (see response to CA-IR-51), representing an under collection of DSM 

surcharge, the balance accrues interest. This account represents the interest accrued 

to be recovered in the future via the DSM surcharge. The accrued interest balmice is 

included in the accrued interest calculation. 

Interest and Dividend Receivable - Other - This asset is neither utility plant 

investment, nor included in rate base. It is not reflected in HECO-1801. This balance 

represents the interest accrued on the balance of funds held in the revenue bond 

construction fund. Generally, the balance is drawn down in the following month. 

Due to the unique and short-term nature of this transaction and the possibility of 

short-term variances in the balance, it is not included in rate base. 

Misc. Current and Accrued Assets - This asset is neither utility plant investment, nor 

included in rate base. It is not reflected in HECO-1801. This balance represents the 
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interest on revenue bond series that me due to be paid. A few days prior to the 

interest payment date, the funds for the interest payment are transferred into a 

sepmate interest earning bank account with the trustee. In order to have the interest 

payments made on the date due and because of timing issues due to the time 

difference between Hawaii mid the mainland, the funds are transferred a few days in 

advance. On the payment date, the interest payment is distributed by the trustee and 

this balance is cleared. 

10. Regulatory Assets - Please see detail and further discussion ofthe regulatory asset 

balance in HECO's response to CA-IR-51. 

11. Unamortized Debt Expenses - This asset is neither utility plant investment, nor 

included in rate base. It is not reflected in HECO-1801. This represents the 

unamortized balance of deferred issuance costs and issuance discounts which relate to 

outstanding issues of long-term debt. It is included in the calculation of long-term 

borrowings in the effective cost of long-term debt calculation as shown on 

HECO-WP-2003 and as discussed by Ms. Tayne Sekimura in HECO T-20. 

12. Other - Please see page 10 of this response for further detail. 

Other property, net - This asset is neither utility plant investment, nor included in rate 

base. It is not reflected in HECO-1801. This asset is the net balance of non-utility 

property that is not deemed used or useful for public utility purposes. 

Investment in Trust - This asset is neither utility plant investment, nor included in rate 

base. It is not reflected in HECO-1801. This represents HECO's investment in 

HECO Capital Trusts, unconsolidated subsidiaries of HECO. It is included in the 
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calculation mid cost of hybrid securities as shown on HECO-WP-2004 and as 

discussed by Ms. Tayne Sekimura in HECO T-20. 

Clearings - This asset is neither utility plant investment, nor included in rate base. 

It is not reflected in HECO-1801. A significant portion of the balance in this account 

represents preliminary engineering chmges on projects prior to the start of 

construction. Upon the start of construction the charges are then trmisferred to 

construction in progress (as discussed above). 

Cash Surrender Value - This asset is neither utility plant investment, nor included in 

rate base. It is not reflected in HECO-1801. This represents the cash surrender value 

on Keyman Life insurance policies for Company executives. In Decision mid Order 

No. 14412, filed December 11, 1995, in Docket No. 7766, HECO's 1995 test yem 

rate case, the Commission stated that the cost of life insurance for executives should 

be bome by the Company's shareholders and should be excluded for ratemaking 

purposes. Therefore, the cash surrender value ofthe executive life insurmice is 

excluded from rate base. 

Accrual of Unrecorded Invoices - This asset is not included in rate base and is not 

reflected in HECO-1801. It represents the accrued balance of invoices paid 

subsequent to year-end for services provided prior to year-end. The invoices are for 

computer software development costs which are to be deferred. Upon payment, these 

deferred amounts me reclassified to the appropriate project. The unamortized balance 

of deferred computer software development costs are included in rate base as 

discussed in more detail below. 
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Waiau Water Well Costs - This asset is neither utility plant investment, nor included 

in rate base. It is not reflected in HECO-1801. This asset represents the unamortized 

deferred costs related to a water well project at HECO's Waiau power plant. In 

Decision and Order No. 13618, filed October 31, 1994 in Docket No. 7277, the 

Commission ruled that the unamortized balance should not be included in rate base 

for ratemaking purposes. A carrying charge is calculated on the unamortized balance. 

Restricted Stock Grants - This asset is neither utility plant investment, nor included in 

rate base. It is not reflected in HECO-1801. This asset represents the unamortized 

balance of costs deferred for stock grants of HEI common stock purchased by HECO. 

Certain HECO officers me given stock grants of HEI common stock under HEI's 

Restricted Stock Program. The deferred costs are amortized over the grant vesting 

period. 

Miscellaneous Deferred Debits - This asset is neither utility plant investment, nor 

included in rate base. It is not reflected in HECO-1801. This asset includes certain 

miscellaneous items, primarily the deferred costs on certain workorders. These are 

unique transactions that are immaterial individually (items range between 

$200-$ 110,000) and in the aggregate. 

CIS Project Def Costs - This asset is included in rate base and is included in 

"Unamortized System Development Costs" in HECO-1801. This asset represents the 

unamortized balance of deferred computer software development costs for the 

Customer Information System ("CIS") project, illustrated in HECO-1117. As 

described by Ms. Patsy Nanbu in HECO T-11, the Commission approved the deferral 

of software development costs related to the CIS project and the accumulation of 
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AFUDC on the deferred costs during the deferral period, in Decision mid Order 

No. 21798, filed May 3, 2005, in Docket No. 04-0268. As the project is anticipated 

to be completed and in service in May 2009, the balance of unamortized deferred 

costs has been included in rate base. 

OMS Project Def. Costs - This asset is included in rate base and is included in 

"Unamortized System Development Costs" in HECO-1801. This asset represents the 

unamortized balance of deferred computer software development costs for the Outage 

Management System ("OMS") project, illustrated in HECO-1117. As described by 

Ms. Patsy Nmibu in HECO T-11, the Commission approved the deferral of 

development costs related to the OMS project in Decision and Order No. 21899, filed 

June 30, 2005, in Docket No. 04-0131. As the project was completed and placed in 

service in July 2007, the balance of unamortized deferred costs has been included in 

rate base. 

HR Suite Project Phase 1 Def. Costs - This asset is included in rate base and is 

included in "Unamortized System Development Costs" in HECO-1801. This asset 

represents the unamortized balance of deferred computer software development costs 

forthe HR Suite Project, Phase 1, illustrated in HECO-1117. As described by 

Ms. Patsy Nmibu in HECO T-11, the Commission approved the deferral of 

development costs related to the HR Suite Project in Decision and Order No. 23413, 

filed May 3, 2007, in Docket No. 2006-0003. As the project is anticipated to be 

completed and in service in April 2009, the balance of unamortized deferred costs has 

been included in rate base. 
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Miscellaneous Assets - This asset is neither utility plant investment, nor included in 

rate base. It is not reflected in HECO-1801. This asset includes certain 

miscellaneous items including temporary facilities ($5,362), payroll home default 

cost (-$43,545) and charges billed to associated companies ($45,392). Charges billed 

to associated companies, are for the work performed by HECO personnel for HECO 

subsidimies and/or associated companies that have not yet been billed. Generally, 

amounts in this account are cleared in the following month when the subsidimies and 

associated companies are billed. 
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Item 6/30/08 

Other Accounts Receivable 
1 Other Customer Acct. Receivable 
2 Other Accounts Receivable 

3 Accts. Rec. from Assoc. Co. 
4 Int. Rec. from Assoc. Co. 

Total Other Acct. Receivable 

573 
248 

5,461 
117 

6,399 

Prepayments and Other Current Assets 
1 Prepayments 

2 DSM Interest Receivable 
3 Interest and Dividend Receivable - Other 
4 Misc. Current and Acer. Assets 

Total Other Current Assets 

10,470 

306 
8 

2,776 

13,562 

Other Assets 

1 Other property, net 
2 Investment in Trust 
3 Clearings 

4 Cash Surrender Value 
5 Accrual of unrecorded invoices 
6 Waiau Water Wells Cost 

7 Restricted Stock Grmits 
8 Miscellaneous 
9 Other Def. Debits - Misc 

10 CIS Project Def. Costs 
11 OMS Project Def. Costs 
12 HR Suite Project Phase 1 

13 Miscellaneous 
Total Other Assets 

5,168 
2,592 
1,622 

824 
595 

10,801 

5,226 
1,546 
1,273 

9,294 
4,508 

847 
7 

33,503 

NOTE: Totals may not add exactly due to rounding. 
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DOD-IR-4 

Please provide a complete transcription ofthe most recent analysts' eamings presentation made 
by Hawaiian Electric Industries. 

HECO Response: 

See pages 2 to 21 of this response for the complete transcription ofthe most recent analysts' 

eamings presentation made on August 5, 2008. Please note that although the complete 

transcription is being provided, the information on HEI and ASB is not relevant to this docket. 
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P R E S E N T A T I O N 

Operator 

Good day, ladies and gentlemen, and welcome to the second quarter 2008 Hawaiian Electric Industries Incorporated earnings 

conference call. My name is Eric and I will beyour coordinator fortoday. At this time, all participants are on a listen-only mode. 

We will facilitate a question-and-answersession towards the end of this session. 

(OPERATOR INSTRUCTIONS) 

As a reminder, this conference is being recorded for replay purposes. 

I would now like to turn the presentation over to your host, Ms. Suzy Hollinger, HEI Manager of Treasury and Investor Relations. 

Please proceed. 

Suzy Hollinger - Hawaiian Electric Industries, Inc. - Manager, Treasury and Investor Relations 

Aloha and good afternoon. Thank you for joining us for an update on Hawaiian Electric Industry. 

Here with me from management and speaking today are Connie Lau, HEI President and CEO; Tim Schools, ASB President; Curt 

Harada, HEI Acting Financial Vice President, Treasurer and CFO; Tayne Sekimura, HECO Finance Vice President; and Alvin 

Sakamoto, ASB Executive Vice President, Finance are also on the call. Connie will start today's presentation with a few comments 
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Aug. 05.2008/ 2:00PM, HE - Q2 2008 Hawaiian Electric Industries, Inc. Earnings Conference Call 

on the second quarter earnings and the Hawaii economy and will then move to an update of the utility operations. Tim will 

discuss the bank, and Connie will make some closing remarks. At the end o f the presentation, we will open it up for your 

questions. 

Before I hand the call over to Connie, I would like to alert you that forward-looking statements will be made on today's call. 

Please reference Roman IV of our second quarter Form 10-O for information about forward-looking statements. 

Now, let me turn the call over to Connie to begin the formal comments. 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

Good afternoon and aloha to all of you. 

I'm pleased to report that we had a very solid second quarter. As you know, GAAP earnings were $0.06 per share but included 

previously disclosed charges related to the successful restructuring of our bank's balance sheet. Excluding the effects of the 

balance sheet restructuring charges, net income would've been $41 million or $0.48 per share represented by the orange bar 

in this chart. All areas ofthe company contributed to this good performance. Our utility saw continued recovery from very low 

earnings a year ago while we were waiting for needed rate increases to earn a return on reliability investments and to recover 

higher operating costs. 

Excluding the balance sheet, restructuring charges and several other items which helped bank net income by $2 million which 

we don&#8217;t expect to recur each quarter, core bank earnings and profitability improved nicely from the prior quarter and 

significantly over the prior year quarter. Holding and other company losses were lower primarily due to lower interest and 

general and administrative expenses. The financial details ofthe quarter were included in our second quarter earnings release 

and Form 10-0 that were filed yesterday and we would be happy to answer any questions you have at the end of the formal 

presentation. As many of you know, our operating companies have been keenly focused on improving their financial and 

operating performance. I'm pleased to report that much has been accomplished since our last call to position our company for 

improved profitability. 

Our utility staff has been working hard to file a 2009 test year rate case for our main utilitiesthat was filed just after quarter end. 

The requested $97-million rate increase is to recover the cost of a new 110-megawatt peaking unit on Oahu which will be fueled 

by biofuel and other capital investments and increases in O&M and depreciation expenses since the 2007 Oahu rate case. 

I&#8217;ll provide more detail on the filing later in the presentation. 

At our banks, Tim has previously talked to you about a comprehensive performance improvement initiative to improve both 

operating and capital efficiency by delivering enhanced products and services, productivity improvements, and restructuring 

the bank&#8217;s balance sheet to reduce the size of its wholesale assets and liabilities. As previously explained, the bank&#8217;s 

strategy had been to reducethe less profitable wholesale portion of its balancesheet overtime with organic growth of its core 

franchise business. Earlier this year, we decided to explore effecting this reduction more quickly through the capital market. 

We were very pleased to substantially accomplish this in the second quarter, which positions the bank to maintain its earning 

power but using 20% less capital. 

The bank has recently filed an application with its regulator requesting approval to dividend the excess capital to HEI, which is 

expected to total approximately $75 million over the next few quarters. In the near term, we expect to cancel the plans of 

refinancing of our medium-term notes that matured in March and to pay down short-term debt. This restructuring and de-levering 

comes at an opportune time as improved financial flexibility helps strengthen the company against volatile markets. 

Let me now comment on the Hawaii economy. After nine years of consecutive growth, the Hawaii economy is showing signs 

of slowing. This has been most apparent in our visitor industry. Year-to-date air arrivals and visitor days were down 5% and 4% 
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respectively compared to the first half of 2007due to the Aloha Airlines and ATA Airlineclosures. The higher cost of travel due 

to rising fuel oil cost, lower seat capacity and the downturn in mainland markets from which tourists come also contributed to 

the decline. Rising fuel costs have also worked their way into the price of most consumer goods in Hawaii because 80% of our 

goods arrive by ocean-going ship. Consumers have reduced their spending and our State Department of Business and Economic 

DevelopmentandTourismexpectsinflationtobe4.2%thisyear. Unemployment has been rising slowlyoverthe last 12 months 

but at 3.8%, it&#8217;s still much lower than the national average of 5.5%. 

Real estate remains mixed. Sales volume for single family homes on Oahu had been contracting since 2006. But median prices 

have remained relatively stable overthose years and for the first half of 2008, we&#8217;re down only 2.5% compared with the 

same period last year. While our bank's non-performing asset ratios remain near historical low, because of the trends in inflation 

and unemployment in the real estate market, we remain cautious and are actively monitoring our loan portfolio. Tim will have 

more comments about credit quality in his update ofthe banks. 

At our utility, earnings are recovering from very low levels in 2007 with interim rate increases. The significant quarter-over-quarter 

improvement reflects the fact that interim rate relief was largely received in the fourth quarter of 2007 for two of out of three 

of our utilities.This quarter&#8217;s impact on net income was $11.6 million net of taxes and it&#8217;s helping our utilities 

recover higher levels of O&M and earn on the significant number of capital projects completed in the last several years. Our 

twelve-month trailing regulatory ROEs now range from 8.2% to 10.4% as compared to allowed ROEs of 10.7% for each of our 

three utilities. 

To further help recover costs and earn closer to our allowed returns, we filed a request for a 2009 rate increase in Oahu, our 

largest system. The request was filed in July based on a 2009 test year and asked for $97 million or a 5.2% increase in revenue 

and an 11 &#8211; and a quarter percent return on common equity. If the entire increase is approved, a typical 

residential/household bill on Oahu will see their monthly bill increase by $6.77. The request is primarily to cover cost for the 

new biodiesel peaking unit and other capital additions as well as increasing cost for the operation and maintenance of our 

aging Oahu electrical system. Like our 2007 Oahu rate case, the request includes tiered residential electric rate to reward 

customers who practice energy conservation with lower rates for lower usage, and consumers in Hawaii have been conserving 

especially with high fuel oil prices. Lower usage for residential customer from conservation and energy efficiency has offset 

modest growth in customer account. 

In addition, commercial sales were flat with a return of military [load] that were undergoing renovations and a new time share 

on Maui offset by lower sales in the visitor industry segment and a return from abnormally high municipal waste water pumping 

load in 2007. Overall, as a result ofthe Hawaii&#8217;s slowing economy, we expect this trend of flat to slightly lower sales to 

continue. However, despite flat to slightly lower sales, peak demand continues to remain high. The ongoing need to meet this 

high level of demand continues to put pressure on our generating units especially on Oahu where generation reserves remain 

tight while our new peaking unit will help when it comes online in mid 2009. The rest of our system continues to age, increasing 

O&M cost. 

Liketheindustry overall, we are also seeing rising cost for materials and services. O&M in the quarter was flat compared to last 

year&#8217;s second quarter with higher operations expense offsetting lower maintenance expense. Operations expense was 

higher due to higher DSM expense, increased staffing costs, higher engineering costs for planning for the future generation, 

and higher expense for TND automation work. Maintenance expense was lower due to lower production maintenance expense 

resulting from the timing and type of units on overhaul, lower vegetation management expense, and lower substation 

maintenance expense. We do expect higher O&M in the second half of 2008 due to scheduled increases in production and 

transmission and distribution maintenance work. Full-year O&M increases should be slightly higher than those experienced in 

thefirst quarter which increased about 6% quarter-over-quarter. 

To address these needs and to modernize our infrastructure, we continue to make major capital investments in generation and 

transmission capacity. This includes a new generating unit planned for Oahu in the island if Hawaii in 2009, our East Oahu 

transmission line in 2010 as well as reliability projects to replace and refurbish infrastructure, and provide better service to our 
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customers.ln total, over the next five years, we are forecasting approximately $1.2 billion in net capital expenditures. We'll 

continue to focus on obtaining recovery and earning a reasonable return on these increased investments. Approximately $375 

million of plant addition are included in the Oahu 2009 rate case. 

As a company, we are also committed to helping Hawaii achieve greater use of renewable energy to reduce our state's overall 

dependence on oil and to help protect our environment. In 2007, we achieved a 16% renewable portfolio standard and we 

continue to aggressively pursue additional renewables. On our last call, we mentioned the Hawaii Clean Energy Initiative, a 

partnership between the Department of Energy and the State of Hawaii, to significantly increase Hawaii&#8217;s use of renewable 

energy. Through the Hawaii Clean Energy Initiative, we will work with Hawaii&#8217;s energy stakeholders to develop the right 

policy to achieve this important goal. On Oahu, we recently issued a formal request for proposal. We&#8217;re up to an addition 

of 100 megawatts of non-firm renewable energy. 

Wearealsocontinuing to test our Oahu generating unit to run on biofuel following our successful test of our Maui generating 

unit. And to support our commitment to use locally produced biofuel as much as possible and as soon as possible, and to 

encourage our local Hawaii [AG] energy industry, we recently signed a memorandum of understanding for joint development 

of a commercial scale micro-algae facility on Maui to producebiodiesel. While filling the development stages, micro-algae has 

significant potential as an energy crop with the prospect for very high levels ofoil production per acre which would significantly 

increase local biofuel production capacity given our limited amount of available land. 

Before I wrap up, let mesay a few words about our search for a new president forthe utility. In June, Mike May announced his 

plans to retire after 17 years with Hawaiian Electric. A national search is in progress but in the meantime, we have a solid 

leadership team in place with experienced senior executives in charge of all key areas. As Board Chair, I will be working closely 

with them to ensure a smooth transition. 

So, to sum up our utility operation, earnings are recovering with interim rate relief for all three utilities, most ofwhich was 

granted in late 2007. Kilowatt-hour sales are down slightly with lower usage from energy conservation, energy efficiency, and 

our slowing Hawaii economy, offsetting a modest increase in customer and slightly warmer temperatures. O&M was flat in the 

quarter. It is expected to rise in the second half of 2008.Our new biofuel peaking unit for Oahu is under construction and we 

recently filed a 2009 test year Oahu rate case to recover and earn on that and other investment and higher O&M. 

Finally, we are taking significant steps to increase the use of renewable energy for our islands. Overall, our utilities are regaining 

financial strength and are doing what it takes to be well positioned for long-term success for our investors and our customers. 

Now, I'd like to turn the call over to Tim to discuss the banks. 

Tim Schools - Hawaiian Electric Industries, Inc. - Presiden t, ASB 

Thanks, Connie. Good morning, everyone. Thankyou for joining us. 

Thanks, Connie. Good morning everyone and thankyou for joining us. ASB had an exciting second quarter which included our 

most successful home equity and checking campaigns in the history of the company, made continued progress in reducing 

our operating expenses and embarked on a formal performance improvement project designed to enhance our operational 

and financial performance. Of special note, the company elected to reduce the size of its balance sheet causing an after-tax 

charge tax of $35.6 million related to the early termination of debt and realizing losses on investment securities. This was a 

strategic decision and a strong first step to showing our commitment towards improved performance. 

By reducing our balance sheet, we expect to pay a special dividend of approximately $75 million to our parent AGI over the 

nextthree quarters while maintaining our current earnings level and with minimal impact to capital ratios and interest rate risk 
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ratios. The initiative will greatly enhance the company&#8217;s return on assets, return on equity, and net interest margin 

beginning in the third quarter. 

Ouickly, here is a look at our GAAP numbers. Our second quarter financial results, detailed in the slide, included several items 

that we do not expect to recur in future periods including the charges related to the balance sheet restructuring. To help you 

better understand our second quarter results on this slide, I've listed the after-tax impact of these items. Now let me walk you 

through the trends of our return on assets and four key drivers. Please note, all periods will be GAAP numbers with the exception 

of excluding the balance sheet restructuring charges in the second quarter of 2008 and excluding $20.3 million of charges 

recorded in connection with a tax settlement in the year 2004. 

While the trends in the following slides are adjusted for these two items, please be mindful that they are not adjusted down for 

the additional $2 million of net benefits from the other items shown in this slide. As in past calls, I am comparing our results to 

industry mediums and refer mostly to the link quarter to emphasize current trends. This quarter we settled on a peer group 

which includes all public banks and thrifts between $4 billion and $9 billion in total assets and a high-performing group of 

companies from within that group which demonstrated a higher and more consistent return on assets during the last five-year 

period. 

As I mentioned, our return on assets is heading in the right direction. And it is important to note that we are delivering this 

higher return on assets through greater net income and lower assets, meaning we&#8217;re doing more with less. In fact, on 

an adjusted basis, return on assets was slightly over 1%, its highest level in at least the last ten years. This is now more in line 

with the historical Tier group level. Directionally, you might expect third quarter return on assets to be higher since our average 

assets at that time will have the full impact of the balance sheet restructuring. We have a number of other exciting initiatives 

that I am optimistic in time can pushes up closer to the historical high-performing group level. 

Now the four key drivers. Starting with revenue, revenue increased $4.9 million from the prior quarter to $73.4 million. The 

increase reflects a $2.1 million increase in net interest income and a $2.8 million increase in non-interest income. As it relates 

to net interest income, second quarter net interest income totaled $52.6 million, up from $50.5 million in the first quarter. The 

increase resulted from a higher net interest margins which benefited from continued improvement of our earning asset and 

liability mix including strong core deposit growth as well as lower short-term interest rates. 

Next, our net interest margin improved 23 basis points to 3.39%, also its highest points since at least 1998. The net interest 

margin increased to a 29 basis point decline in total funding costs compared with a five basis point decline in earning asset 

yields.The lower funding cost resulted from three things. 

First, continued strong core deposit growth and more specifically, growth of non-interest bearing deposits. Average core 

deposits increased $45 million from the first quarter which had already increased previously 13 million over the fourth quarter. 

$27 million of second quarter&#8217;s average core deposit growth was in non-interest bearing checking resulting primarily 

from the success ofthe new checking account shown on the first slide. 

Second, a reduction in our higher cost average wholesale funding balances and higher cost certificate of deposits of $244 million 

from thefirst quarter. This reduction has been facilitated by our strategy to reduce lower-yielding earning assets and our strong 

growth and core deposits. 

Third, a decline in deposits and wholesale borrowing costs resulting from the rate cuts experienced earlier in the year. Within 

our earning assets, our average balances on a lower-yielding investments declined by $202 million from thefirst quarter largely 

from the impact ofthe balance sheet restructuring. This follows a $112 million decline from fourth quarter to first. Average loans 

were up modestly from first quarter with increases in commercial, commercial real estate, and home equity and decreases in 

mortgage and consumer. The decline in the loan yield was essentially offset by an increase in the investment security shield. 

What is most exciting is if you take interest income over in the period earning assets instead of average earning assets gives 
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you a net interest margin of 4.11%, and a general direction of where you might expect the third quarter net interest margin to 

be since our average earning assets at that time will have the full impact ofthe balance sheet restructuring. 

Next, efficiency. As with the three previous drivers, you can see efficiency is also heading in the right direction. Our internal 

target is to achieve a 55% to 60% efficiency ratio. In the first quarter, we heighten the overall awareness and importance of 

expense control and began monthly controller meetings to review actual vs. budget results with each senior officer and the 

results have been excellent. 

Adjusting for the balance sheet restructuring charges, second quarter non-interest expenses decline $200,000 from the first 

quarter to $44.1 million. Keep in mind, our second quarter expenses included a pre-tax technology project write-off of $1.9 

million. So without that charge, operating expenses must have been down $2.1 million from the prior quarter. In combination 

with$4.9millionoflinkedquarterrevenuegrowth, our efficiency ratio improved from 65% in the first quarter to 60% this quarter 

and down from 69% in the fourth quarter excluding that quarter's $0.10adjustment of $8.6 million. 

I want to emphasize that our savings today has not come from lay-offs or cost-cutting programs. It comes from the personal 

initiative and commitment of each of our employees. We see additional opportunity and we'll begin focusing on some specific 

areas such as automation, equipment, procedures, procurement, and real estate. Each ofthe areas we have identified should 

either be transparent or contribute positively to our customers' and employees' experience. An example would be, we have 

two contracts. We are re-negotiating at this time that will lower our annual non-interest expense by approximately $3 million 

to $3.5 million every year going forward. None of these is in our current numbers. We expect to start seeing bank heads in the 

third quarter with the slow impact of benefits expected by January. 

Lastly, credit quality. Our credit quality indicators remain strong and have only increased modestly off the recent historically 

low-levels,this, attributable to a stable economy and a lower risk balance sheet profile. However, we do remain cautious about 

the local economic outlook.Provision for credit losses in the second quarter was $1.2 million compared with $900,000 than the 

prior quarter. Net loan charge-offs in the second quarter increased to 1.4 million or 14 basis points of average loans held for 

investment compared with $484,000 or 5 basis points for the first quarter. The charge-offs were dispersed among all loan 

categories except commercial real estate. 

At quarter end, non-performing assets increased to $8.6 million or 21 basis points of loans held for investment and foreclosed 

property were $7.3 million from $7.3 million or 18 basis points at prior quarter end.The increase of non-performing assets was 

primarily attributable to a $1.5 million increase in the residential mortgage loan portfolio and a $577,000 foreclosed residential 

loan. The allowance for credit losses totaled $30.4 million or 73 basis points of loans held for investment at quarter end compared 

with $30.6 million or 74 basis points at the end of March. The allowance coverage of non-performing loans totaled 3.5 times at 

quarter end compared with 4.2 times at the end of thefirst quarter. 

In closing, I hope you can tell there's a lot of good things happening within the bank and that we are heading in the right 

direction. It's certainly is an exciting time to be a part of ASB as a shareholder, employee, or customer. 

Now I'd like to turn it back over to Connie. 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

Thanks, Tim. 

To sum up, we had a very good second quarter. Earnings, excluding the bank balance sheet restructuring charges, were strong, 

and much was achieved to position the company for increased profitability. Interim rate relief received in 2007 continues to 

help our utility earnings recover. We recently filed a 2009 test year rate case for Oahu utility to recover and earn on our biofuel 

peaking unit, which is scheduled to go into service in mid-2009, as well as other capital additions and higher expenses since 
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the prior 2007 rate case. We continue to work on the critical reliability project and are focused on recovery of these investments 

in earning a reasonable return through the rate case process. We are very excited about our leadership role in reducing Hawaii's 

dependence on fossil fuel and supporting more energy from renewable sources, and we are working closely with the DOE in 

the state of Hawaii to establish a workable, clean energy policy under the Hawaii Clean Energy Initiative. 

Excluding the bank balance sheet restructuring, our bank performed well in the second quarter. The said easing of interest rates 

this year continue to have a positive impact on our margins and credit quality remained good, and with the balance sheet 

restructuring substantially complete and execution, productivity improvement, and product enhancement strategies underway 

our bank's position for improved profitability and capital efficiency. The bank intends to return excess capitals of holding 

companies that will be used primarily to pay down short-term debt. 

We continue to recognize the importance o f the dividend to our shareholders. Our dividend's yield at around 5% remains 

attractive. Yesterday, we announced that our board has continued a quarterly dividend $0.31 per share payable on September 

10 to shareholders of record on August 18. The next dividend will be August 14. 

All in all, we were very pleased with this quarter and look forward to demonstrating additional good performance this year. 

This now concludes our formal remarks and we will be happy to answer your questions. 

Q U E S T I O N S A N D A N S W E R S 

Operator 

(OPERATOR INSTRUCTIONS) 

Your first question comes from the line of Paul Patterson with Glenrock Associates. Please proceed. 

Paul Patterson - Glenrock Associates -Analyst 

Good morning, guys. 

Connie Lau - Hawaiian Electric Industries, Inc. - President ond CEO 

Hi, Paul. 

Paul Patterson - Glenrock Associates -Analyst 

I wanted to touch base with you guys on the provision for loan losses. You mentioned that your overall loan portfolio credit 

quality remains good but you say that you remain cautious and are actively modeling a loan portfolio. Are there signs that the 

local economy and the real estate market is slowing? What do you mean you guys did describe what you saw there, obviously 

economically you are happy with is there anything more you&#8217;d like to sort of is there anything else that sort of on the 

horizon that you&#8217;re seeing or it seems like a cautionary statement? I just was sort of wondering what your feeling out 

there is? 
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Connie Lau - Hawaiian Electriclndustries, Inc. - President and CEO 

You know, Paul, that&#8217;sa discussion that a lot ofexecutives around town have been having because it&#8217;s clear that 

our Hawaii economy isslowing, particularly the visitor industry but we aren't seeing it everytimewith the numbers just yet. So 

there may be a lag effect that is going on. So that&#8217;s the reason for the cautionary note. 

Paul Patterson - Glenrock Associates -Analyst 

Okay. But there&#8217;s no specific loan or something that you feel might be in trouble or is there anything like that happening? 

Tim Schools - Hawaiian Electric Industries, Inc. - Presiden t, ASB 

No, becausethe way the provision rulesworkfromanaccountingstandpoint, ifthere wasa loan that we felt was in trouble, we 

would have to write that down. We have a rating scale of one to ten and as you rate things down you have to go ahead and 

provide for that now. So ifthere was some loan that we felt was going from a risk grading six to risk grading eight, we would 

be required to set aside more provision today. You don&#8217;t wait before it's charged off. So the provision is a good indication 

of our outlook for credit at his time, but as Connie said, unfortunately, in credit there&#8217;s always a lag effect. So we see 

every day articles come out here as it relates to tourism in Hawaii and then Connie has mentioned sort ofthe airplanes and the 

cruise lines. 

Paul Patterson - Glenrock Associates -Analyst 

Okay. 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

To be at the asset quality ratios that we are at today is just amazing, as Tim mentioned, and it&#8217;s still near historical load 

and intuitively it doesn't seem right, given what&#8217;s been happening nationally and then also in the Hawaii economy but 

it is the way Tim described it. 

Tim Schools - Hawaiian Electric Industries, Inc. - President, ASB 

And it&#8217;s really two things for us that&#8217;s why I tried to make that point. You really need to take the time to understand 

a bank&#8217;s asset mix. One is Hawaii, in general, tends to be more stable over time. So at this point, we've not experienced 

what the Mainland has experienced. We don&#8217;t know if it will come here. But number two, our balance sheet is very 

different and even the local banks here. The vast majority of our assets are in 30-year fixed rate mortgages. Soit&#8217;s not a 

secondary loan, it&#8217;s not a car loan, or home equity loan, or credit loan. So those tend to be the last ones that people 

default on, is on their house. 

Paul Patterson - Glenrock Associates -Analyst 

Sure. The service expenses that went down by $3.7 millionand just I think, year-to-date, they've been about almost twice that, 

I think. And you mentioned the consulting and litigation expenses and you also mentioned that you guys are basically undertaking 

the cost initiative and the key is here, you guys were transforming and these expenses were growing quite a bit, it didn't seem 

when I asked you about it whether or not they were transitory, it seems that felt a lot of them were sort of big. I was wondering, 

what's specifically was there a specific accounting excuse me specific consulting or litigation expense that we should bethinking 

aboutinthefirst half ofthe year or just sort of a run rate, should we be going back to 2006 to 2005 run rate number? I&#8217;m 
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justtryingtogetasenseastowhereyou think that number can come? And then you mentioned that contract,just one contract, 

it sounds like $3 to $3.5 million you can save money on; just how should we think about that? 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

Paul, let me start off and then l&#8217;ll let Tim finish up. Historically, you are correct. I had talked about the services expense 

which was at that time primarily consulting continuing because we were transforming a company.We&#8217;re still transforming 

a company and so we have always used a lot of consulting expense. 

I think with Tim on board now, the philosophy is different where we are really trying to strengthen the management ranks to 

be able to do a lot more ourselves. And so that&#8217;s a lot of what is happening as you&#8217;re seeing that expense shift 

and let met now let Tim talk about where he&#8217;s headed from here with that. 

Tim Schools - Hawaiian Electric Industries, Inc. - President, ASB 

I agree with that, and I guess the way I think about it is last year, big picture, I don&#8217;t remember the exact number, but 

our annual expenses were around a $184 million and I think Alvin&#8217;s here, but I think there was roughly $9 million that 

was related to some legal expense for some ofthe litigation that we had. So you could say that core operating expense may 

have been in the 175 range and one ofthe things when you do these scripts you go to so many versions. Something got taken 

out but the one point I wanted to point out was that for our size banks inthat peer group, we, Alvin and I studied the six banks 

that are generally around our size and everything&#8217;s going differently. Every bank has different cost of labor, cost of real 

estate, but in general, the banks that were $5.5 billion in size, their non-interest expense was about a $150 million to $160 

million. So we were about 184 last year. If you takeout 9 for the litigation, that puts us at 175. If you take the 44 that we had in 

the second quarter and you multiply that by 4, that&#8217;s getting lower and so, I hope that we can find you takethe $3 million 

that I just mentioned to you that we found on the contract, I would hope that we could get somewhere approaching that 160 

number the others are at. We do not have all the answers yet but that&#8217;s the kind of stuff we&#8217;re studying now that 

the balance sheet is done. 

Paul Patterson - Glenrock Associates -Analyst 

And that includes all the non-interest expensecategoriesthatyou&#8217;retalkingabout or is that specifically out of services 

orthattherearepossibly very specific areas that you see that being majority coming out of or-

Tim Schools - Hawaiian Electric Industries, Inc. - President, ASB 

Where we see opportunity? 

Paul Patterson - Glenrock Associates-Analyst 

Yes. 

Tim Schools - Hawaiian Electric Industries, Inc. - President, ASB 

Across the whole enterprise. A lot of opportunity is in automating our branches. Our branches, I think you would find our 

customer service scores are at least equal if not higher than much ofthe competition in Hawaii. We get very high marks on our 

customer service but our automation would be lacking. So there&#8217;s a lot of opportunity to install automation which 

hopefully will drive more revenue because you don&#8217;t want to increase efficiency just from cost cutting. So hopefully 
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that will drive more revenue but also hopefully it will bring a better employee experience and customer experience by better 

automation. 

Paul Patterson - Glenrock Associates - Analyst 

Okay. 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

Paul, if you think about what we have been doing is we've been focusing a lot on building out the commercial banking, 

commercial real estate part ofthe business so that we could help diversify the balance sheet and add on the higher yield, ensure 

the duration assets. And while we had done someof this type of work in the past, the biggest opportunity is on the retail side 

of our business and transforming that. And that&#8217;s really what Tim&#8217;s getting at today in the basic operational 

areas, as well as taking a look across the entire enterprise. 

Tim Schools - Hawaiian Electric Industries, Inc. - Presiden t, ASB 

Paul, just in closing again, the three numbers l&#8217;d write down is 184,1 think is the run rate last year. We had roughly $9 

million save legal. That puts you at 175. The 2004 expense level was 164. That was the 2004 level, and that had like no legal in 

2004. And if you take our second quarter, I just told you it&#8217;s44.1. Remember that includes the $1.9 million forthe EPA 

technology project write-off. You subtract 1.9from that 44.1,you&#8217;re at 42.2. Multiply that by 4. That&#8217;s a $168-million 

run rate. 

So at a $168-million run rate we are approaching the 2004 expense run rate. And then if you take that 168 and subtract the $3.5 

million that we&#8217;re going to get in this contract re-negotiations, you&#8217;re down to 165. So we are, by January, 

it&#8217;s not unrealistic that we could be approaching the 2004 expense run rate. 

Paul Patterson - Glenrock Associates -Analyst 

Okay great. Then just finally on the Oahu rate case, intervener testimony, when is this supposed to come out? Do we have a 

schedule on that yet? 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

There is no schedule out currently. 

Paul Patterson - Glenrock Associates -Analyst 

Okay. Thanks a lot, guys. 

Operator 

Your next question comes from the line of Steve Fleishman from Catapult Capital Management. Please proceed. 
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Steve Fleishman - Catapult Capital Management - Analyst 

Can you hear me? 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

Yes, I can. 

Steve Fleishman - Catapult Capital Management - Analyst 

Hi, how are you? 

Connie Lau - Hawoiian Electric Industries, Inc. - President and CEO 

Good. 

Steve Fleishman - Catapult Capital Management - Analyst 

Ouestion on the quarter at the utility. If you look at the fuel and purchase power recovery both in rates and then in costs, it 

looks like you got about $25 million more in revenue for fuel and purchase power than you got in cost going up? It looks like 

the revenue was $175 million, I think, higher but then fuel and purchase power went up $150 million? 

Connie Lau - Hawoiian Electric Industries, Inc. - President ond CEO 

Yes. 

Steve Fleishman - Catapult Capital Management - Analyst 

What would you explain that? Is that a timing issue or because that obviously seemed if I am calculating this right, to have a 

pretty big impact from the quarter? 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

Yes, Steve, let me start and then I will turn it over to Tayne to give you the detail, but basically one of the primary reasons in 

there is that we have an efficiency standard in the use of our fuels and so we've actually been able to achieve I mentioned all 

of our companies have been lookingat improving their operating our financial performance so our generation guide has been 

really focusing on the efficiency of the unit and so that is a big part of that. 

Tayne Sekimura - Hawaiian Electric Industries, Inc. - VP, HECO Finance 

Theother part of the difference there is the revenuetaxesthat we pay so that would be the difference. Revenue taxes amount 

to close to 9%. 

Steve Fleishman - Catapult Capital Management - Analyst 

9%, so essentially all that $175 million increase, you would have 9% higher taxes on that? Okay. Total higher revenue? 
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Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

Actually, included in that amount are the revenue taxes, the 175. 

Steve Fleishman - Catapult Capital Management - Analyst 

Okay. Okay, but then the taxes are there below the line in - the other taxes that go up? 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

That's correct. 

Steve Fleishman - Catapult Capital Management - Analyst 

Okay, sol think if you netthat out, you&#8217;re still up it wasa smaller number. You are up more like $0.06or $0.07 from this, 

okay. On the efficiency [rider], does that I think you mentioned you might have more average time in the second half. I do not 

knowif that was average time orthat was just more general cost timing? Does that impact the efficiency measures? 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

Actually, it is even sustained. What impacted the efficiency measures are the types of units that we have on overhaul, and 

depending on the timing of those overhauls. So in the second half of the year, we are going to see some overhauls on our reheat 

units which are more efficient units, and so that is where you have these efficiency kind of issues that come up. So, in another 

way, Steve, the units that were out for maintenance in thefirst half of the year were our less efficient unit. 

Steve Fleishman - Catapult Capital Management - Analyst 

Okay. So if you have the more efficient unit, you might get less of the fuel benefit-

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

Correct. 

Steve Fleishman - Catapult Capital Management - Analyst 

- than in the second half? Okay. And then just to clarify, your rate relief flows through evenly. The interim relief flows through 

evenly throughout the year? 

Connie Lau - Hawaiian Electric Industries, Inc. - President ond CEO 

Once the rate ~ once the interim increase goes into effect, then rates are increased and so you have to back up to the dates of 

those interims. The HELCO one was at the end of the first quarter. The big HECO increase was October 22, and I believe Maui 

was December 13. 

www.streetevents.com Contact Us 

©2008 Thomson Financial. Republished with permission. No part of this publication may be reproduced or transmitted In any form or by any means without the 
priorwritten consent of Thomson Financial. 

http://www.streetevents.com


DOD-IR-4 
DOCKET NO. 2008-0083 
PAGE 15 OF 21 

F I N A L T R A N S C R I P T 

Aug. 05.2008/ 2:00PM, HE - Q2 2008 Hawaiian Electric Industries, Inc. Earnings Conference Call 

Tayne Sekimura - Hawaiian Electric Industries, Inc. - VP, HECO Finance 

To give a little bit more details, the rate relief that comes in is really the function of sales that come in throughout the year, 

Steve. 

Steve Fleishman - Catapult Capita! Management - Analyst 

Okay. Okay, so it isn't going to be even, it is more? 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

No, it's not even. 

Steve Fleishman - Catapult Capital Management - Analyst 

Okay. Thankyou. 

Operator 

Your next question comes from the line of James Heckler with Levin Capital Strategies. Please proceed. 

James Heckler - Levin Capital Strategies - Analyst 

Good morning. 

Connie Lau - Hawaiian Electriclndustries, Inc. - President ond CEO 

Hi. 

James Heckler - Levin Capital Strategies - Analyst 

I was wondering if you could talk about the rate increases that customers might have been experienced throughout the year 

given oil price increases year to date. I understand significant portion of your generation is oil-fired? 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

Right. Ifwe were to lookat the average Oahu bill year over year, it has been about a 50% increase on net cost and that is primarily 

coming from the increase in the fuel. 

James Heckler - Levin Capital Strategies - Analyst 

Do you suppose that will be a head wind to the rate case that you currently filed and in achieving the kind of metrics that you 

are targeting? 
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Connie Lau - Hawaiian Electriclndustries, Inc. - President and CEO 

Raising ratesisalwaysa very difficult thing to do, especially when a community in total is being hit quite hard by fuel increases, 

but it&#8217;s very important for us to put in the peaking unit on Oahu and that will help in some ofthe O&M increases that 

we have been experiencing because of the aging infrastructure. So there are trade-offs in the rate case, and that&#8217;s why 

the total increase that we&#8217;re requesting is about a 5% increase, which we thinkis in a reasonablerange. Our gas company 

just recently filed for about an 8.4% increase. 

James Heckler - Levin Capital Strategies - Analyst 

1 see.Thankyou. 

Operator 

Next question comes from the line of Steve Gambuzza with Longbow Capital. Please proceed. Please proceed. 

Steve Gambuzza - Longbow Capital - Analyst 

How are you? 

Connie Lau - Hawaiian Electriclndustries, Inc. - President and CEO 

ML 

Steve Gambuzza - Longbow Capital - Analyst 

Questionontheutil ity.YoumentionedthatO&M was flat this quarter, but I think it should be full year O&M numbers is expected 

to be up about 6% versus &#8217;07, is that correct? 

Connie Lau - Hawaiian Electriclndustries, Inc. - President and CEO 

Yes, slightly higher than 6, which is what we experienced in the first quarter. 

Steve Gambuzza - Longbow Capital - Analyst 

Okay. So really, you&#8217;re going to have an accelerating O&M. Second half is going to be significantly higher than thefirst 

half? 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

Correct. 

Steve Gambuzza - Longbow Capital - Analyst 

Okay. And then on the bank, you mentioned in your remarks that deposit growth was positive in the quarter, core deposit 

growth, but in the 10-Q, I believe it indicated that there were some decline in deposits. 
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Tim Schools - Hawaiian Electric Industries, Inc. - President, ASB 

That&#8217;s because people report deposits different ways. Total deposits would include CDs and in my comments, my 

comment is that we are strategically reducing our wholesale funding and our CD balances. CDs would be your highest cost 

consumer deposit. 

Steve Fleishman - Catapult Capital Management - Analyst 

Okay. 

Tim Schools - Hawaiian Electric Industries, Inc. - Presiden t, ASB 

And so most people use a core deposit definition. So you have total deposits and you have core deposits. Core deposits would 

be more of your transaction accounts, you money market accounts, savings accounts, checking accounts; deposits that you 

more likely can cross-sell. On CDs, l&#8217;m just learning Hawaii, but in the Southeast like in Florida, you got people that you 

go get a doughnut and coffee at every branch in the morning just to get five basis points more, and they&#8217;re not really 

looking for relationships. So, most banks focus on core deposits. 

Steve Fleishman - Catapult Capital Management - Analyst 

Okay. And then, it appears that I know there was some discussion ofthe issues regarding the reserves. It appears that the actual 

amount of reserves has actually declined relative to the average loan balance and then on non-performing assets sequentially, 

whichkindofimpliedthatthecreditqualityisactuallynotdeterioratingbutisactuallygettingbetter. Is that a fair way of looking 

at it? 

Tim Schools - Hawaiian Electric Industries, Inc. - President, ASB 

l&#8217;m not sure Are you referencing the coverage ofthe allowance to NPLs? 

Steve Fleishman - Catapult Capital Management - Analyst 

The non-performing loans as well as the average loan balance. 

Tim Schools - Hawaiian Electric Industries, Inc. - President, ASB 

Well, I mean it&#8217;s essentially flat to a loan balance, right? 74 and 73 basis points. I guess I would call they were short of 

neutral. I don&#8217;t think it really improved. I don&#8217;t think it worsened. If you-the key indicators on that slide I pointed 

out is that there is two things that people typically look at. Your allowance to loans was 73 basis points this quarter and it was 

74basispointslastquarter. So that&#8217;s essentially covering our total amount of loans for the same amount. But then you've 

got to lookat what&#8217;s our analysis of those loans. Are they getting better or worse? So, the second thing people lookat 

is the coverage to NPLs, what we are calling non-performing loans. And our coverage went to 3.5 times and it was 4.2 times in 

the first quarter so that measure actually is modestly down, but in any one quarter it can go up a little bit and down a little bit 

so that movement does not alarm me. 
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Steve Fleishman - Catapult Capital Management - Analyst 

Okay. 

Tim Schools - Hawaiian Electric Industries, Inc. - President, ASB 

So I would call it even, if it were me. 

Steve Fleishman - Catapult Capital Management - Analyst 

Thankyou very much. 

Operator 

The next question comes from the line of Ashar Khan with SAC Capital. Please proceed. 

Ashar Khan - SAC Capital - Analyst 

Good morning. I just want to check, is there anymore rate cases toward the planned from now on to next year. 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

We don&#8217;t have any other rate cases that are currently planned; however, we do have other large facilities that are being 

built. I mentioned that we have SP7 going on the Big Island and also our East Oahu transmission lines which is scheduled for 

service in 2010. So as we get closer to those in-service dates, we&#8217;ll be reevaluating whether the rate case is needed. 

Ashar Khan - SAC Capital - Analyst 

Ms. Connie, if you look at future only revenue increasing in &#8217;09 will be this income case that gets filed, is that correct, 

which will have interim hike somewhere in the middle ofthe year or something like that next year? 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

Yes, that's correct. 

Ashar Khan - SAC Capital - Analyst 

And then, we should kind of like forecast you don&#8217;t expect anything revenue enhancing until 2010 in terms of a rate 

case decision or interim decision. Would that be fair? 

Connie Lau - Hawaiian Electriclndustries, Inc. - President and CEO 

Well, the way the rate case process works is that an interim decision should come within 10 months ifthere is no hearing, and 

11 months ifthere is a hearing, and so that would put usintoJuneof 2009. And then you are correct, the final decision will just 

follow and there is no time limit on that. 
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Ashar Khan - SAC Capital - Analyst 

Right. But ifyou plan to file on any otherjurisdiction, results on that won't happen until somewhere inthe middle'10 or something 

like that. Would that be correct? 

Connie Lau - Hawaiian Electriclndustries, Inc. - President and CEO 

Yes, that is correct, if we follow our normal filing schedule when we file six months in advance for the test year. That's correct. 

Ashar Khan - SAC Capital - Analyst 

Okay. Thank you very much. 

Operator 

Your next question comes from the line of James Bellessa with D.A. Davidson & Company. Please proceed. 

James Bellessa - D.A. Davidson & Company - Analyst 

Good morning. You know why does the vegetation not growing in even basis throughout the year? 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

Oh, that is actually a 

James Bellessa - D.A. Davidson & Company - Analyst 

Vegetation management expenses different from quarter to quarter? 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

That's a great question, Jim. You must have been here. I don't know ifyou remember but we have the 40 days and 40 nights 

which was very unusual for Hawaii in the spring of 2006 and so actually that really has impacted the vegetation schedule because 

it relates to the rate of growth of the vegetation which does relate to rainfall, and so the rain that fell in early 2006 really impacted 

vegetation management expenses in late 2006 and into 2007, and then now it's just about that time for us to be going back 

again to maintain that vegetation. 

James Bellessa - D.A. Davidson & Company - Analyst 

How about the timing ofthe overhauls. They aren't evenly spaced throughout the year? 
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Connie Lau - Hawaiian Electriclndustries, Inc. - President and CEO 

That is also something that is quite lumpy. A lot of our larger units are on the five to six-year overhaul schedules and so it really 

depends on what units are coming up and as we mentioned earlier in particular our two neighbor island utilities overhauled 

units last year and did not have those this year although we are expecting some in 2009. 

Suzy Hollinger - Hawaiian Electric Industries, Inc. - Manager, Treasury and Investor Relations 

In addition to what Connie said, the overhauls from our independent power producers can also impact the schedule as well. 

James Bellessa - D.A. Davidson & Company - Analyst 

I was reading in your local newspaper that you are going to be a partner in algae to biodiesel plant? 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

Yes. 

James Bellessa - D.A. Davidson & Company - Analyst 

Tell us how much you might be investing? What are your commitments there? 

Connie Lau - Hawaiian Electriclndustries, Inc. - President and CEO 

Yes, actually, it's at ofthe memorandum of understanding stageandatthemomentwearelookingat principally providing the 

C02 from our plant at Mount Waialeale, which the algae really used to grow and the land owner in the area that owns the land 

adjoining our plant is one of the partners in this consortium and their contribution would be the land and they are possibly 

looking at the capital investment. The remaining partner is the original developer who is a scientist from the University of Hawaii, 

and he has been talking with various venture capitalists about providing the capital for the plant. 

James Bellessa - D.A. Davidson & Company - Analyst 

Are you just going to send them all your fuel gas or are you going to be able to separate the C02 up? 

Connie Lau - Hawaiian Electric Industries, Inc. - President and CEO 

We are looking at being able to separate out the C02. 

James Bellessa - D.A. Davidson & Company - Analyst 

And are you making that capital investment or is this other entity who is putting together the plant making that capital 

investment? 

Connie Lau - Hawaiian Electriclndustries, Inc. - President and CEO 

At the moment all of that has not been determined yet. We're still in the discussion stages. 
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James Bellessa - D.A. Davidson & Company - Analyst 

Thankyou very much. 

Operator 

(OPERATOR INSTRUCTIONS) It appears we have no more audio questions at this time. 

Suzy Hollinger - Hawaiian Electric Industries, Inc. - Manager, Treasury and Investor Relations 

Thankyou for being on the call. This is Suzy. If if you have further questions call meat (808) 543-7385. Thanks again. 

Operator 

Thankyou for your participation in today's conference. This concludes our presentation. You may now disconnect. Have a good 

day. 
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Please provide a complete, detailed copy of Hawaiian Electric Company's most recent bond 
rating agency presentation (i.e., not a slide-show summary, but the volume that discusses in 
detail the Company's operations, generation, transmission assets, purchased power contracts, 
fmancial projections and service territory economics). Also please consider this an on-going 
request, so that, if the Company made a presentation in 2007 or 2008 and makes another 
presentation during this rate proceeding, the Company is requested to provide the most recent 
presentation. 

HECO Response: 

As noted in HECO's response to CA-IR-12, HECO objects to providing the presentations by 

HEI and its subsidiaries to the rating agencies on the grounds that the presentations contain 

privileged commercial and fmancial information (including eamings forecast information), 

which is maintained by HEI, its subsidiaries and the rating agencies as non-public, confidential 

information, and on the grounds that those portions ofthe presentations related to HEI and its 

non-utility subsidim^ies are irrelevant to the issues in this proceeding. HECO made this same 

objection in response to the Department of Defense's request for copies of rating agency 

presentations in HECO's 2007 test year rate case (see DOD-IR-13 in Docket No. 2006-0386). 

Notwithstanding this objection, the Company provided the non-confidential portions of 

the May 2007 and May 2008 presentations to rating agencies relating to the utilities as 

Attachment 2 of HECO's response to CA-IR-12. HECO objects to making available forecast 

eamings and forecast retum information, as their disclosure might trigger disclosure 

requirements under rules mid guidelines ofthe Securities and Exchange Commission and/or the 

New York Stock Exchange (see discussion in HECO's response to CA-IR-8). Without waiving 

its objection, upon issuance of a protective order, the Company will provide HECO's forecast 

eamings and forecast retum information in those presentations in its confidential response to 
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CA-IR-12. HECO objects to providing the forecast retum for HELCO and MECO, even under 

protective order, on grounds that such information is not relevant to this docket. HECO also 

objects to providing customer information contained in those presentations even under protective 

order due to privacy concems. 

In addition, information in presentations to rating agencies related to HEI and its non-

utility subsidiaries is not relevant to the issues in this docket. While HEI is the parent of HECO, 

the Commission generally has ruled that HEI, as a diversified holding company, is not an 

appropriate proxy for HECO or its utility subsidiaries in determining their cost of capital. (See 

Decision and Order No. 11317 in Docket No. 6531 (HECO's 1990 test year rate case) and 

Decision and Order No. 10993 in Docket No. 6432 (HELCO's 1990 test year rate case).) 



DOD-IR-6 
DOCKET NO. 2008-0083 
PAGE 1 OF 4 

DOD-IR-6 

a) Please provide the monthly short-term debt balances for Hawaiian Electric Industries, Inc. 
and Hawaii Electric Company for each month from January 2006 through the most recent 
month available. 

b) Please provide, for each month, the monthly cost-rate of that short-term debt for Hawaiian 
Electric Industries and separately for Hawaiian Electric Company. 

c) Please provide a narrative description of changes to Hawaiian Electric Industries' short-
term debt financing arrangements, as well as inter-compmiy borrowing arrangements 
between Hawaiian Electric Industries subsidiaries. 

HECO Response: 

a) Please see the schedules on pages 3 to 4. The short-term balances are month-ending 

balances. HECO's (Oahu only) short-term debt shown on page 3 include commercial paper 

issuances (net of unamortized discount, if any) and any intercompany borrowings from HEI, 

HELCO and/or MECO, net of any advances to HELCO and/or MECO. HEI's short-term 

debt shown on page 4 are the consolidation of HECO Consolidated short-term borrowings 

(net of any intercompany borrowings) and HEI's commercial paper, net of unamortized 

discount. The July and August 2008 month-ending balances for HECO (Oahu only) are 

non-public, confidential information until released publicly in the SEC filings 10-Q or 10-K. 

HEI's monthly short-term balances for non-qu^er ending months are also non-public, 

confidential information. HECO will provide this confidential information upon issuance of 

a protective order in this proceeding. 

b) HECO and HEI do not calculate the embedded cost of short-term debt. See HECO's 

response to DOD-IR-l(c). 

c) HEI can negotiate and enter into short-term borrowings, including the sale of commercial 

paper, drawings under bank lines of credit and other short-term corporate loans, up to the 

Board-approved amount outstanding at any given time, with one or more banks, other 
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financial or commercial institutions or other affiliated (intercompany) or nonaffiliated 

sources. 

The objective of intercompany borrowing and investment is to make efficient use of 

funds available from affiliated companies while meeting the cash needs ofthe companies and 

to take advantage of the economies of scale in external borrowing mid investing. When 

subsidiaries need funds, HEI will loan excess cash to its subsidiaries or may borrow from 

extemal sources to meet subsidim^y cash needs. 

In managing its cash requirements, HECO may borrow from HEI. If HECO borrows 

from HEI, HECO is chm'ged either: 

• the lower of HEI's and HECO's effective weighted average short-term extemal 

borrowing rate if both HEI mid HECO had extemal borrowings outstmiding during 

the month; or 

• the lower of HEI's effective weighted average short-term external borrowing rate and 

the average ofthe effective rate for 30-day dealer-placed commercial paper quoted by 

the Wall Street Journal on each Friday during the month, plus fifteen basis points 

(0.15%) if only HEI had extemal borrowings outstanding during the month; or 

• HECO's effective weighted average short-term extemal borrowing rate if only HECO 

had extemal borrowings outstanding during the month; or 

• the average ofthe effective rate for 30-day dealer-placed commercial paper quoted by 

the Wall Street Journal on each Friday during the month, plus fifteen basis points 

(0.15%) if both HEI and HECO had no extemal borrowings outstanding during the 

month; plus borrowing and trmisaction costs. 

Although HECO may loan funds to HEI with prior Commission approval, it is HEI's and 

HECO's policy that HECO may not loan funds to HEI. 
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HECO (Oahu only) Short-Term Debt 
Month-End Balances 
($ in thousands) 

2008 2007 2006 

Jan 

Feb 

Mar 

Apr 

May 

Jun 

Jul 

Aug 

Sep 

Oct 

Nov 

Dec 

8,886 

49,672 

46,608 

55,387 

35,307 

55,727 

^^^^H 
j ^ ^ ^ ^ l 

57,920 

83,244 

4,942 

0 

0 

14,176 

1,879 

16,411 

525 

7,839 

0 

0 

91,093 

94,714 

96,307 

94,130 

105,102 

106,876 

105,917 

88,637 

83,430 

73,487 

40,395 

58,707 
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Jan 

Feb 

Mar 

Apr 

May 

Jun 

Jul 

Aug 

Sep 

Oct 

Nov 

Dec 

2008 2007 2006 

^ ^ ^ ^ ^ ^ 1 ^ 
199,281 123,414 182,584 ^^^^^•^ 
221,952 125,465 296,493 

^^^^^•H 
101,097 194,211 

91,780 176,272 

NOTE: The quarter-end balances are presented in SEC filings 10-Q and 10-K. 
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Please provide an income statement for Hawaiian Electric Company at the end of each fiscal 
yem" over the past ten years. 

HECO Response: 

HECO's December income statements for 1997 to 2006 were provided in response to 

DOD-IR-15 in Docket No. 2006-0386, HECO's 2007 test year rate case. Please refer to the 

response to that information request for information related to 1997 through 2006. 

See pages 2-3 of this response for the December 2007 income statement mid bre^down 

of expenses by block of accounts that were filed with the Public Utilities Commission. 
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DOD-IR-8 

Please provide a description of Hawaiian Electric Company's ten largest industrial and 
commercial customers (name of customer can be withheld), and indicate what percentage ofthe 
Company's total 2006 and 2007 kWh amount and revenues each represents. Also, please provide 
copies of any inter-company reports analyzing the potential of any ofthe listed customers to 
self-generate, and outlining how the Company would respond to that possibility. 

HECO Response: 

The following is a table of HECO's top ten commercial and industrial customers for 2006 and 

2007, including the percentage of HECO's total 2006 and 2007 recorded kWh electricity sales 

and revenues: 

Rank 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 

Description 
Military 
Military 
Military 
Local Government, Education 
Military 
Local Government, Education 
Local Government, Services 
Local Government, Transportation 
Local Government, Services 
Visitor Lodgings 

% of Total 
Electricity Revenues 

2006 
6.9% 
3.6% 
1.9% 
1.7% 
1.4% 
1.4% 
1.3% 
1.2% 
0.8% 
0.7% 

2007 
6.3% 
3.4% 
1.7% 
1.5% 
1.3% 
1.5% 
1.3% 
1.2% 
0.7% 
0.6% 

% of Total 
Electricity k\Nh Sales 

2006 
7.7% 
4.1% 
2.2% 
1.7% 
1.5% 
1.4% 
1.3% 
1.3% 
0.8% 
0.8% 

2007 
7.4% 
4.1% 
2.2% 
1.7% 
1.5% 
1.4% 
1.4% 
1.3% 
0.8% 
0.8% 

With regard to potential self-generation by customers, please see the response to 

DOD-IR-16 filed in HECO's 2007 test year rate case. Docket No. 2006-0386. 

In addition, the Depm^tment of Defense hosted a Distributed Generation Industry Forum 

in August 2007 (Announcement No. N62742-07-R-1118, "DOD Distributed Generation Industry 

Forum, 15-16 August 2007") in which the respective military base command representatives 

presented information regarding potential sites for distributed generation, including the use of 

photovoltaics, wind, and biofueled generating units. On March 13, 2008, the Naval Facilities 
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Engineering Command, Pacific issued a solicitation (Solicitation No. N6274208R1150) for 

statements of interest from parties interested in providing on-site distributed generation ("DG") 

services at select Oahu military bases. See HECO Integrated Resource Plan (2009-2028), filed 

September 30, 2008 in Docket No. 2007-0084 (HECO IRP-4), pages 7-35 to 7-36, 10-19 to 

10-20. HECO submitted a statement of interest to the DOD on April 11, 2008, describing how 

HECO would likely respond to a DOD request for proposals for DG. HECO's statement of 

interest is confidential, and will be provided under protective order as Attachment 1 of this 

response. 

With regard to the remaining customers, there are no other reports mialyzing the potential 

ofthe customers to self-generate, and how HECO would respond to that possibility. 

HECO also is pursuing development of dispatchable standby generation ("DSG"), 

wherein the utility, by contractual arrangement subject to Commission approval, is allowed to 

dispatch customer-owned standby generators in parallel to the HECO grid, in order to provide 

potential benefits to the HECO system. DSG customers would be required to execute a DSG 

agreement, and modify their operating permits and facilities as necessary to comport with 

HECO's requirements to be considered firm dispatchable capacity. See HECO IRP-4, 

pages 7-34 to 7-35. HECO recently executed a DSG agreement with the State of Hawaii 

Department of Transportation Airports Division for an 8 MW DSG facility at the Honolulu 

Intemational Airport, and expects to file an application for approval ofthe agreement shortly. 



Confidential Information Deleted 
Pursuant To Protective Order, Filed on DOD-IR-8 
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Attachment 1 is confidential and will be provided 

after a Protective Order is issued in this proceeding. 
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DOD-IR-9 

If not provided in the material presented to the bond rating agencies, please provide a copy ofthe 
Company's (HECO's) most recent five-yem" financial forecast (or most similm" document). If the 
Company does not prepare a five-year financial forecast, please explain why mid provide a 
complete copy ofthe most recent longest-term financial forecast employed by the Company. 

HECO Response: 

Please refer to the May 2008 rating agency presentation which was provided in HECO's 

response to CA-IR-12, Attachment 2. The May 2008 presentation reflected forecast information 

for 2008 through 2010. The remaining two years of forecast information (i.e., 2011 and 2012) is 

attached on page 2 of this response. 
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FORECAST: 2008 - 2012 ELECTRIC UTILITY COMPANIES 

Hawaiian Electric Company, Inc, and Subsidiaries 

Unaudited 

Forecastasof January 31,2008 

Years ended December 31 

(dollars in millions) 

USES OF CAPITAL 

Transmission and distribution 

Production 

General 

Total capital expenditures, including AFUDC 

Less: AFUDC 

Contributions in aid of constmction 

Net capital expenditures 

Other requirements' 

Total net requirements 

SOURCES OF CAPITAL 

Intemal funds after dividends 

Depreciation and amortization 

Deferred income taxes and tax credits, net 

Retained earnings and other, excluding AFUDC 

Total internal sources, excluding AFUDC 

Short-term borrowings 

Drawdown of revenue bond proceeds 

Extemal financing sources - total debt 

Total sources 

Intemal sources as a percent of 

Net capital expenditures 

Total net requirements 

CAPITAL STRUCTURE (at December 31) 

Capitalization 

Total debt 

Preferred stock 

Common stock 
Total capitalization 

Capitalization ratios (%) 

Total debt 

Preferred stock 

Common stock 
Total capitalization 

$ 

$ 

$ 

$ 

$ 

$ 

2007 

actual 

141,0 

72,8 

19,0 

232,8 

7,2 
38,8 

186,8 

126,0 

312,8 

148,4 

(30,0) 

36,2 

154,6 

(84.3) 

242.5 

158,2 

312,8 

83 
49 

913,9 

34,3 

1,110,5 
2,058,7 

44.4 

1.7 
53,9 

100,0 

$ 

$ 

$ 

$ 

$ 

$ 

2008 

139,0 

172,4 

29,6 

341,0 

14,9 

23,2 

302.9 

-
302,9 

150,1 

(8,7) 

67,4 

208,8 

77.1 

17.0 

94,1 

302,9 

69 
69 

1,029,8 

34,3 

1,193,1 
2,257,2 

45.6 

1.5 
52,9 

100,0 

$ 

$ 

$ 

$ 

$ 

$ 

2009 

110,9 

166,2 

11,8 

288,9 

19,0 

22,1 

247,8 

1,2 
249,0 

156,0 

(5,0) 

44,1 

195,1 

53,9 

-
53,9 

249,0 

79 
78 

1,083,8 

34,3 

1,269,6 
2,387,7 

45,4 

1,4 
53,2 

100,0 

$ 

$ 

$ 

$ 

$ 

$ 

2010 

105,0 

115,7 

8,3 
229,0 

7.2 
20.7 

201,1 

0,2 
201,3 

164,9 

(3,3) 

29,8 

191,4 

10,0 

-
10,0 

201,3 

95 
95 

1,093,7 

34,3 

1,325,1 
2,453,1 

44.6 

1.4 
54,0 

100,0 

$ 

$ 

$ 

$ 

$ 

$ 

2011 

130,6 

84.1 

17,5 

232,2 

10,0 

22,3 

199.9 

-
199,9 

173,1 

1,7 
10,7 

185,5 

14,4 

-
14,4 

199,9 

93 
93 

1,108,1 

34,3 

1,343,6 
2,486,0 

44,6 

1,4 
54,0 

100,0 

$ 

$ 

$ 

$ 

$ 

$ 

2012 

156,9 

54,3 

19,4 

230,6 

8,2 
21,5 

200,9 

57,5 

258,4 

183,6 

(2,1) 

7,4 
188,9 

12.0 

57,5 

69,5 

258,4 

94 
73 

1,120,1 

34,3 

1,357,9 
2,512,3 

44,6 

1,4 
54,0 

100,0 

2008-2012 

$ 642,4 

592,7 

86,4 

1,321,5 

59,3 

109,8 

1,152,6 

58,9 

$ 1,211,5 

$ 827.7 

(17,4) 

159,3 

969,6 

167.4 

74.5 

241,9 

$ 1,211,5 

84 
80 

May not include those securities sold at company's option, the proceeds ofwhich are used to repay long-term obligations prior to their maturity, 

HAWAII PUBLIC UTILITIES COMMISSION 
The Governor, with the consent of the Senate, appoints three full-time commissioners to staggered six-year terms. Commissioners can serve no more 

than 12 consecutive years. Statutes provide for the rendering of an "interim decision" in rate cases within 11 months of the filing of a complete 

application by the company. There is no statutory deadline for rendering a final decision, 

Carlito P Caliboso (an attorney previously in private practice) has been chairman of the PUC since April 30,2003, and is serving in his second term 

which will expire on June 30,2010, Also sen/ing as commissioners are John E, Cole (term expiring June 30,2012) who previously sen/ed as the 

executive director ofthe Division of Consumer Advocacy, Department of Commerce and Consumer Affairs, and Leslie Kondo (as an interim 

commissionerfor a term expiring June 30,2008) who previously sen/ed as the director ofthe State Office of Information Practices, 

CONSUMER ADVOCATE 
Catherine P Awakuni was appointed executive director of the Division of Consumer Advocacy effective September 18, 2006, Prior to becoming 

the executive director, Ms, Awakuni served as commission counsel for the Hawaii Public Utilities Commission, 

20 
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DOD-IR-10 

Please provide a copy of HECO's FERC Form 1 for 2007. 

HECO Response: 

See Attachment 1. 
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Attachment 1 is voluminous and available for inspection at HECO's Regulatory Affairs Division 

office. Suite 1301, Central Pacific Plaza, 220 South King Street, Honolulu, Hawaii. Please 

contact Demi Matsuura at 543-4622 to make arrangements to inspect the document. An 

electronic copy ofthe requested information is being provided. 
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DOD-IR-11 

At page 95 of Hawaiian Electric Industries 2007 Annual Report, the company indicates that the 
expected long-term retum on its retirement plan assets is 8.50%i and the target asset mix of that 
portfolio is currently 70%> equities mid 30%i debt and other investments. 

a) Please provide the documentation supporting that expected long-term retum assessment, 
including long-term expectations for each class of asset in the portfolio (i.e., equities, debt, 
and other). 

b) Please provide any intemal documents prepared by the Company that support the long-term 
investment retum expectations, as well as any such documents or studies supporting the 
"projected asset class retums provided by the plans' actuarial consultant." 

HECO Response: 

a. HECO objects to providing the information requested above on the grounds that the 

information is privileged commercial and financial information which is maintained as 

non-public, confidential information, but will m ^ e the information available to the pm^ties 

under protective order. HECO will provide this information as confidential page 1 of 

Attachment 1 of this response, upon issuance of a protective order in this proceeding. 

As part ofthe oversight process, the Pension Investment Committee ("PIC") ofthe 

Company's retirement benefit plans has periodically engaged the professional services of 

independent, third-party consultants to prepare as set/1 lability/asset allocation studies that 

also affirm the long-term expected rate of retum assumption. The most recent study was 

conducted in 2004 mid resulted in changes to the plans' previous strategic asset mix of 

75%) equity and 25%o fixed income to the plans' current strategic asset mix of 70%o equity 

and 30%o fixed income. 

The study used two different methodologies. The first method looked backwards in 

time and utilized the historical rates of retum for various investment asset classes (with data 

going as far back as 1926). The second method utilized four different types of finmicial 
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modeling. As part ofthe study, the PIC reviewed several different asset mixes before finally 

selecting the current strategic asset mix of 70%o equity and 30%o fixed income that the PIC 

identified as providing the best combination of expected investment retum and projected 

total portfolio risk/volatility. 

The findings ofthe 2004 asset allocation study provided analytical support for the 

plans' 9%o long-term rate of retum assumption. The PIC reviews and adopts the major 

retirement benefit plan assumptions after review of current economic and asset class 

forecasts from various sources at the end of each financial reporting period. Based upon a 

review ofthe asset class retum expectations from the Plan's consulting actuary and other 

sources, the long-term rate of retum assumption was reduced to 8.5%) from 9% as of 

December 31, 2006. The long-term rate of return assumption was maintained at 8.5%) as of 

December 31, 2008. 

b. HECO objects to providing the information requested above on the grounds that the 

information is privileged commercial and financial information which is maintained as non

public, confidential information. Upon issuance of a protective order in this proceeding, 

however, HECO will provide the approved minutes from the PIC meeting held on 

January 22, 2008, which adopted the expected long-term rate of retum on the retirement 

plan assets of 8.50%o, as confidential pages 2 and 3 of Attachment 1 of this response, subject 

to the protective order. 
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DOD-IR-12 

Witness T-6 Daniel Ching 

Does the Company keep track of how accurate its purchased power forecasts have been? If not, 
please explain why not, if so, please provide the most recent such analysis undertaken by the 
Company. 

HECO Response: 

Yes. HECO's management reviews actual purchased power expenses against purchased power 

forecasts on a monthly basis. When HECO files an application for a rate increase, the most 

recent actual purchased power expenses are presented as an exhibit to the test year purchased 

power expense testimony. For comparisons of test year versus actual year purchased power 

expenses, see the response to DOD-IR-13. 
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DOD-IR-13 

Witness T-6 Daniel Ching 

Please provide a comparison ofthe purchased power forecasts utilized in the most recent four 
rate proceedings with the actual purchased power expenses subsequently realized. Please 
provide supporting documentation. 

HECO Response: 

Please refer to Attachment 1 for the final normalized test year purchased power expenses 

estimated in the last four HECO rate case proceedings that were approved by the Commission, 

either by Decision and Order ("D&O") or Interim D&O, compared against the actual purchased 

power expenses incurred in the given year. See also Attachments 2 to 8 for supporting 

documentation. 

The normalized test year estimates of purchased power expenses are not equivalent to forecasts of such expenses 
for the test year. For example, certain purchased energy prices are expenses that are indexed to or vary with oil 
prices. In the last four rate cases, the parties have agreed upon the oil prices to be used for the test year. As noted 
above, differences in fuel and fuel-related purchased energy costs are recovered or returned through the ECAC, In 
addition, normalized maintenance schedules may be used for the test year. 
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Hawaiian Electric Company, Inc. 
2009 Test Year Rate Case 

COMPARISON BETWEEN FINAL TY ESTIMATE AND ACTUAL PURCHASED POWER EXPENSE 

2007 Rate Case 
Docket No. 2006-0386 

2005 Rate Case 
Docket No. 04-0113 

1995 Rate Case 
Docket No. 7766 

1994 Rate Case 
Docket No. 7700 

TY Purchased Power 
Expense (Approved by 

PUC Interim D&O or D&O) 

2007 Test Year 

$387,492,053^ 

2005 Test Year 

$345,321,000^ 

1995 Test Year 

$235,072,000^ 

1994 Test Year 

$231,052,000'' 

Reference 

Attachment 2 

Attachment 4 

Attachment 6 

Attachment 8 

Actual Purchased 
Power Expense 

2007 Recorded 
$368,811,012 

2005 Recorded 
$339,265,651 

1995 
$241,216,880 

1994 
$235,061,818 

Reference 

Attachment 3 

Attachment 5 

Attachment 7, 
Page 1 

Attachment 7, 
Page 2 

•' Docket No. 2006-0386, June 2007 update, page 9 and Stipulated Settlement Letter, HECO 
T-5, Attachment 1, page 1 filed with the Commission on September 6, 2007. 
$278,851,053 + 108,641,000 = $387,492,053. See also Interim Decision and Order No. 23749 filed on 
October 22, 2007, 

^ Docket No. 04-0113, September 19, 2005 Letter to the Commission, Final Position Revenue 
Requirements With Adjustment to Kalaeloa Capacity, Attachment 2, Pages 1 to 4. 
See also Decision and Order No. 24171, filed on May 1, 2008. 

^ See also Decision and Order No, 14412. filed on December 11, 1995 in Docket No, 7766. 

See also Decision and Order No. 13704. filed on December 28. 1994 in Docket No. 7700. 
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Hawaiian Electric Company, Inc. 
2007 Rate Case 
Purchase Power Expense 

HECO T-5 
ATTACHMENT 1 
PAGE 1 OF 1 
FINAL SETTLEMENT 

Kalaeloa 
GWH 
Energy 

Fuel 
Non-fuel 

Capacity 

AES 
GWH 
Energy 

Fuel 
Variable O & M 
Fixed O & M 

Capacity 
Bonus 

H-POWER 
GWH 
Energy 
Capacity 

Chevron 
GWH 
Energy cost 

Tesoro 
GWH 
Energy cost 

Total Energy cost 

June 2007 
Update 

1,490.246 

147,835,016 
20,813,911 
32,719,000 

1,539.910 

41,417,513 
1,242,711 

27,335,015 
67,890,779 
1,154,174 

337.436 
38,811,889 
6,876,821 

0.589 
77,482 

5.304 
697,850 

278,231,387 

August Fix 
to AES Avq M W 

$ 
$ 
$ 

$ 
$ 
$ 
$ 
$ 

$ 
$ 

$ 

$ 

^ 

1,490.246 

147,835,016 
20,813,911 
32,719,000 

1,539,910 

42,037,179 
1,242,711 

27,335,015 
67,890,779 
1,154,174 

337.436 
38,811,889 
6,876,821 

0,589 
77,482 

5.304 
697.850 

278,851,053 

Difference 
Between 

August Fix and 
June 2007 Update 

0.000 

0,000 

619.666 

0.000 

0.00 

0.000 

619.666 

8/13/2007 
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JUNE 2007 UPDATE 
DOCKET NO. 2006-0386 
PAGE 9 OF 18 

HECO-507 
DOCKET NO. 2006-0386 
PAGE 2 OF 2 

Hawaiian Electric Company, Inc. 

TEST YEAR FIRM CAPACITY EXPENSE 
COMPARISON OF DIRECT AND JUNE 2007 UPDATE 

Firm Capacity Producer 

Kalaeloa 

AES Hawaii 

H-POWER 

AES Hawaii Bonus 

TOTAL 

Capacity Payment ($000) 
HECO 
Direct 

32,719 

67,891 

6,877 

1,189 

108,676 ( 

HECO 
Update 

32,719 

67,891 

6,877 

1,154 

108,641 

Difference 

0 

0 

0 

(35) 

") (35) 

Note: Totals may not add due to rounding. 



Hawaiian Electric Company, Inc. 

TOTAL PURCHASED POWER EXPENSES 
Recorded 2007 and 2009 Test Year Estimate 

DOD-IR-13 
DOCKET NO. 2008-0083 
ATTACHMENT 3 
PAGE 1 OF 1 

HECO-601 
DOCKET NO. 2008-0083 
PAGE 1 OF 1 

Energy Payments 

Firm Capacity Payments 

Total Purchased Power Expenses 

Reference 

HECO-607 

HECO-608 

2007 
Recorded 

$261,963,245 

$106,847,767 

^$368,811,012^ 

2009 Test Year 
Estimate 

$369,123,533 

$107,931,947 

$477,055,480 

Note: 

Totals may not add due to rounding. 
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ATTACHMENT 2 
PAGE 1 OF 4 

.. ^ , , . REVISED POWER P U R C H A S E EXPENSE 
, - Hawaiian Electric Company, Inc. 
\ •'. Docket No. 94-0113 

Purchased Power Expense 
($ thousands) 

HECO Rebuttal Position 345,433 HECO-R-501 Note a 

Reduction in Kalaeloa capacity payments (112) 

eAttachment 2, 
page 2 Note b 

C 
( 

Note a: 
Amount shown on HEGO-R-501 Is $345,434,000. Amount on this page is 
the amount used in HECO's revenue requirements calculation on HECO-R-2301 
Difference Is due to rounding. 

Note b: 
Amount shown on Attachment 2, page 2 is $345,322,000. Amount on this page 
is the amount used in HECO's final revenue requirements. Difference is 
due to rounding. 
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REVISED POWER PURCHASE EXPENSE 
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REVISED POWER PURCHASE EXPENSE 

HE5Q-R-506 
DOCKKr NO. 04-0113 
PAGE 1 01 

Hawaiian Electric Company, Inc. 

2005 TEST YEAR FIRM CAPACITY EXPENSE 

c 

Firm Capacity Producer 

Kalaeicia 

AES Hawaii 

H-POWER 

^ S Hawaii Bonus 

TOTAL 

Capacity Payment ($000) 

67,514 

6,901 

1,230 
io&, •2)(i»4. 

Note: Totals may not add due to rounding. 
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HECO-501 
DOCKET NO. 2006-0386 
PAGE 1 OF 1 

Hawaiian Electric Company, Inc. 

TOTAL PURCHASED POWER EXPENSES 
Recorded 2005 and 2007 Test Year Estimate 

Energy Payments 

Firm Capacity Payments 

Reference 

HECO-506 

HECO-507 

Total Purchase Power Expense 

2005 
Recorded 

232,488,963 

106,776,688 

(^39,265,651^ 

2007 Test Year 
Estimate 

277,432,042 

108,676,065 

386,108,107 

Totals may not add due to rounding. 
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HECO R~AC1 
DOCKET NO. 7766 
PAGE 2 OF 3 

Hawaiian Eiectric Company, Inc. 

TEST YEAR PURCHASED POWER EXPENSE 

Expense 

Energy Payments 

Firm Capacity Payments 

TOTAL PURCHASED POWER EXPEtsiSE 
1 „„•„—111 .-.,.——.;»a3--;gp,„i,ii.,„|,..,..,,, ,1^ . ,.ji^^__ :„•,•,•;ivrn ;••:!!!! 

Relerence 

HECO-R-404 

HECO-R-406 

Purchased Power Expense {$0001 

1992 

Actual 

91,268 

57,619 

148,887 

1993 

Actual 

119,218 

106,689 

225,907 

1994* 

Forecast 

123,7£5 

107.263 

231,048 

1995 
Test Year 

127,801 

107,271 

^ 3 5 , 0 7 2 " ^ 

•1994 Forecast from the 1994 Rate Case (Docket No. 7700, RWP-1S05). 

Totals may not add due to rounding. 
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Hawaiian Electric Company, Inc. 
Purchased Power Expense 
Test Year 1994 

^^-/$ Thousands) 

HECO-RWP-1805 
DOCKET NO. 7700 
PAGE 11 OF 56 

Kalaeloa 
Capacity 
Fuel 
Additive 
O&M 
Shortfall (O&M & Fuel) 

Total Kalaeloa 

AES-BP 
Capacity 
Fuel 
O&M 
Bonus 

Tota! AES-BP 

HPOWER 
Capacity 
Energy 

Total HPOWER 

Others-Energy 

Tota! Purchased Power Expense 

Capacity 

29,583 

29,583 

69,636 

69,636 

7,175 

7,175 

106,394 

Energy 

29,715 
1,539 

13.253 
2,242 

46,749 

29,079 
22,085 

869 

52,033 

20,219 

20,219 

5,657 

124,658 

Total 

29,583 
29,715 

1,539 
13,253 
2,242 

76,332 

69,636 
29,079 
22,085 

869 

.121,669 

7,175 
20,219 

27,394 

5,657 

r 231,052 
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DOD-IR-14 

Witness T-6 Daniel Ching 

If the Company's purchased power expenses turn out to be, for example, 25% higher than 
projected in calendar year 2009, a) would the Company be able to recover those higher costs 
from ratepayers and b) how long would it take to recover the full amount of those expenses 
(assuming none ofthe excess costs were recovered in 2009)? Please provide quantitative support 
for your response. 

HECO Response: 

HECO's ability to recover actual purchased power expenses which ^ e higher than projected test 

year expenses depends on the category of purchased power costs. In its filing, HECO is 

requesting rate recovery ofthe purchased power costs of AES Hawaii, Kalaeloa, H-POWER, 

Chevron, Tesoro, and Hoku Solar as described below: 

1) The purchased power costs of AES Hawaii result from energy and capacity charges. 

HECO T-6, pages 18-20, 21, and 23-24. The energy cost is comprised of fuel, variable 

O&M, and fixed O&M charges. The capacity cost is comprised of capacity and bonus 

charges. Changes in the fuel component ofthe energy charge are recovered through 

HECO's energy cost adjustment clause ("ECAC"). The test year estimate ofthe fuel 

component ofthe energy charge and all other charges are recovered through HECO's base 

rates. 

2) The purchased power costs of Kalaeloa result from energy and capacity charges. HECO 

T-6, pages 12-18, mid 21. The energy cost is comprised of fuel, additive, and non-fuel 

(O&M) charges . The capacity cost is comprised ofthe capacity charge. Changes in the 

fuel and additive components ofthe energy charge are recovered through HECO's ECAC. 

' HECO's energy payments to Kalaeloa also must take into account the minimum purchase obligations (and 
corresponding shortfall charges, if any) in the Kalaeloa purchased power agreement, HECO T-6, page 13. There 
are no "shortfall charges" estimated for the test year. 
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The test year estimate ofthe fuel and additive components ofthe energy charge and all 

other charges are recovered through HECO's base rates. 

3) The purchased power costs of H-POWER result from energy and capacity charges. HECO 

T-6, pages 11-12, and 21. The energy cost is comprised ofthe energy charge. The 

capacity cost is comprised ofthe capacity charge. Changes in the energy charge are 

recovered through HECO's ECAC. The test year estimates ofthe energy charge and the 

capacity charge are recovered through HECO's base rates. 

4) The purchased power costs of Chevron, Tesoro, and Hoku Solar ^ e for energy. The test 

yeai estimates of their costs are recovered through HECO's base rates and changes in these 

purchased power costs are recovered through HECO's ECAC. 

HECO will be able to recover from its ratepayers, differences in those costs components 

which turn out to be higher in calendar year 2009 as compm^ed to that projected and approved by 

the Commission for the 2009 test year, provided the changes in the costs are recoverable through 

HECO's ECAC. The differences in those cost components are expected to be recovered in 

calendar year 2009. The extent to which HECO will be able to recover from its ratepayers 

differences in those cost components recovered only through base rates, which turn out to be 

higher in calendar year 2009 as compared to that projected and approved by the Commission for 

the 2009 test year, is a function ofthe actual base revenue collected and how it compares to test 

year base revenue. For example, if actual sales are greater (less) than test year sales, HECO may 

recover more (less) base revenue than the test year revenue, which would in turn cover a level of 

expenses greater (less) than test year expenses. Furthermore, because HECO's base rates aie not 

designed to recover revenue by specific expense item the Compmiy is not able to link the 

difference in base revenue to specific expense items. 
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DOD-IR-15 

IHECO-T-6, p . 41 

Mr. Ching notes that power purchased from AES Hawaii and Kalaeloa aie fully dispatchable by 
HECO. 

a) What percentage of HECO's purchased power demand and energy are AES and Kalaeloa 
projected to represent? Please provide support for your response? 

b) Is it advantageous for the Company to be able to include purchased power in its dispatch 
process? Please explain why and compare the efficiency of that to purchased power that the 
Company is not able to include in its dispatch process. 

c) In Mr. Ching's opinion is the inclusion of purchased power in the purchaser's dispatch a 
normal occurrence in the industry? Please provide support for your response. 

d) Please list all of HECO's Oahu plants that would be selected to run in order ofthe most 
economically efficient. 

HECO Response: 

a. Mr. Ching's testimony states that AES and Kalaeloa are fully dispatchable by HECO 

(between upper and lower levels in accordance with their contracts) and hence they are 

dispatched in the most economic fashion for HECO's system, taking into account any 

applicable system constraints. HECO T-6, page 4. The projected percentages for the 2009 

Test Yeai are provided in the table below, based on information provided in Direct 

Testimony Exhibits HECO-602 and HECO-603. 

Entity 

AES 

Kalaeloa 
Total for 
Purchased Power 
Reference 

Firm Capacity 
(Net MW) 

180 

208 

434 

HECO-602 

Percent of 
Purchased 
FirmMW 

41.5% 

48.0% 

Energy 
(GWh) 

1,529 

1,480 

3,345 

HECO-603 

Percent 
of GWh 

45.7% 

44.2% 
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b. Purchased power that is dispatchable has advantages over power (purchased or 

utility-generated) that is not dispatchable. In order to maintain system frequency, HECO 

must constmitly match the instantaneous demand for power with the supply of power. 

The instantaneous demand could be relatively flat, it could be increasing, or it could be 

decreasing. Dispatchable generating units cmi be used to maintain the balmice of MW, 

whereas non-dispatchable generating units aie not able to contribute to this effort, as HECO 

cannot direct non-dispatchable generating units to increase or decrease their MW output. 

Further, if a non-dispatchable generating unit has a MW output that is volatile or intermittent, 

it can exacerbate the problem of balancing supply and demand. As an exmnple, if the MW 

output of a generating unit declines at the same time that the MW demand ofthe system is 

increasing, this increases the MW differential that must be compensated for by the 

dispatchable generating units. AES and Kalaeloa me estimated to generate approximately 

37.4% ofthe energy delivered to the HECO system in the normalized 2009 test year , and it 

would be difficult to accommodate that amount of purchased power if the facilities were not 

dispatchable. These two IPP facilities displaced the addition of HECO-owned generating 

units (under PPAs negotiated pursuant to PURPA and the Commission's rules implementing 

PURPA) that would have been "fully dispatchable." Differences between owning generation 

and purchasing power were addressed at length in the Competitive Bidding docket. Docket 

No. 03-0372. 

c. HECO has not surveyed the practices of other electric utilities regmding including purchased 

power in the purchaser's dispatch. HECO notes that the practices of other electric utilities 

may depend on how reliant they are on purchased power. 

^ Net system energy input = 8,053.6 gwh. HECO-402, line 5. Kalaeloa (1,480.26 gwh) and AES (1,529.48 
gwh) input =3,009.7 gwh. HECO-405,page 6. 
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d. HECO interprets "selected to run in order ofthe most economically efficient" to mean the 

commitment order ofthe generating units. The commitment order is the order in which the 

units are committed or turned on to serve load. Unit commitment and dispatch levels are 

based on unit type, fuel cost, transmission loss (or "penalty") factors and any trmismission 

system requirements. Please refer to HECO T-4, pages 6 thru 8, for additional information on 

HECO's production simulation, and how it determines utility fuel expense and purchased 

energy. HECO also interprets "HECO's Oahu plants" to mean both utility-owned and non-

utility generation (i.e., purchased power). 

The 2009 Test Year generating unit commitment order for utility-owned and firm 

purchased power is provided in the table below. The baseload units are always "running," 

unless they are unavailable due to maintenance or forced outage, and therefore, the "order" 

for these units is not meaningful. Therefore, the baseload units have been grouped together, 

and the emphasis has been placed on the firm generating units that are not baseloaded. 

Commitment Order 

0 (baseload) 

1̂^ after baseload 

2^ after baseload 

3 after baseload 

4̂  after baseload 

5 after baseload 

6 after baseload 

7 after baseload 

8* after baseload 

9th after baseload 

10 ^ after baseload 

HECO or Firm Purchased Power 
Kahe units 1-6, Waiau units 7-8 
AES, Kalaeloa, H-POWER 
Honolulu unit 8 

Waiau unit 5 

Waiau unit 6 

Honolulu unit 9 

Waiau unit 4 

Waiau unit 3 

CIP CT-1 

HECO-sited DG 

Waiau unit 9 

Waiau unit 10 
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DOD-IR-16 

Witness T-19 Roger A. Morin 

Please provide copies of all of Dr. Morin's supporting schedules (HECO T-1901 through HECO 
T-1907) in electronic format with cells unlocked, formulas and original data available. 

Dr. Morin's Response: 

The requested Exhibits me being provided in Excel format. As described in Dr. Morin's direct 

testimony and in the exhibit footnotes, the raw data on these exhibits were estimated using the 

Value Line Investment Analyzer and Zacks Investment Research softwme which are 

commercially available to investors on a paid subscription basis. Value Line and Zacks do not 

allow the electronic dissemination of their proprietary data for obvious copyright reasons. 

Dr. Morin mid/or his staff will be glad to m ^ e available for inspection proprietary copyrighted 

software materials at the Company's premises during normal working hours by mrangement 

upon reasonable prior notice. The formal Value Line copyright notification in the software reads 

as follows: 

Value Line Investment Analyzer 

Copyright © 1999-2008 Value Line Publishing 

This product is licensed to 

Roger A. Morin 

WARNING 

This computer program is protected by copyright law and international treaties. 
Unauthorized reproduction or distribution of this program, or anv portion of it. will result in 
severe civil and criminal penalties, and will be prosecuted to the maximum extent allowed 
under the law. 
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Dr. Morin notes that much ofthe information contained in the Value Line Investment 

Analyzer software is available in paper format from the latest edition ofthe traditional Value 

Line Investment Survey coinciding with the month of publication ofthe software version. Such 

reports are available at most university libraries in paper format. 

The analyst growth rates in the DCF exhibits were obtained from the Zacks Investment 

Research Web site and are provided as attachments. Zacks is a prominent and reliable provider 

of investment information with an excellent Web site which is available by paid commercial 

subscription. Electronic dissemination of their proprietary data is strictly forbidden. The growth 

rates are provided in paper form as attachments (see Attachment 1 ). Also attached are the 

Moody's Public Utility Manual data (see Attachment 2 ) and Ibbotson Associates (now 

Momingstar) data (see Attachment 3 ) used in Dr. Morin's testimony. The bond yields were 

obtained from Ibbotson Associates "Yearbook" of historical retums. Table B-6 "Long-Term 

Govemment Bond Yields". This widely used reference is available by paid commercial 

subscription only and cannot be disseminated without violating copyright laws, and can certainly 

be made available for inspection upon reasonable prior notice at the Company's premises. 

Dr. Morin's book. The New Regulatory Finance, is commercially available from Public 

Utility Reports Inc. and cannot be reproduced without violating copyright laws. Dr. Morin 

consulted the voluminous article (Graham and Harvey "The Theory and Practice of Corporate 

Finmice: Evidence from the Field") at the university library. 

With reference to the Allowed ROE Risk Premium Analysis shown on pages 43-44 of 

Dr. Morin's testimony, the minual allowed ROE data was taken from Regulatory Research 

^ Note: Most (if not all) ofthe information requested is copyrighted. The copy is being provided under the "fair 
use" exception to the copyright laws. Any copies made ofthe requested infomiation are subject to copyright laws. 
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Associates, Inc.'s (now SNL) comprehensive quarterly survey of ROE decisions by regulators 

over the period 1998-2008 for electric utilities (''Regulatory Focus'\ Major Rate Case Decisions 

- April 2008). The proprietary data cannot be disseminated electronically due to copyright 

restrictions that are strictly enforced by SNL. 
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08/04/2008 

08/07/2008 

08/06/2008 

08/07/2008 

08/11/2008 

07/23/2008 

08/06/2008 

08/05/2008 

08/06/2008 

07/23/2008 

5,33 

4-17 

6 

99999 

7 

99999 

7,83 

99999 

3 

6,2 

10 

4 

8 

7.75 

14.33 

4.57 

8-5 

6.67 

9.6 

16,25 

6 

4.75 

4,71 

6.67 

15 

7,33 

5.5 

6 

99999 

99999 

6,25 

9,6 

5 

5,4 

FxPro.comTrade FQREX like a Pro. SIOO min to START 
ACCESS 3 trading piatfomis w/ one fiocA: 70 Currencies, 40 CFDs. Futures and Stocks. Metals. 
www FxPro.com 

Don't lust make trading gains. Mold onto them. 
Gel tî e strategies and tools you want to twip protect your trading profits and limit kisses. Go! 
ScfiwabAT com 

Fidelity Online Trading 
Trade the way you want for less. See wtiy we're the place to trade. 
www fidelity com 

Free Forex Essentials Kit 
Learn Forex Trading. Intro to Forex Guide. Free Practice Account. Leam Mora. 
www, G FTfore x, com 

hnp://www.zacl(s.com; port folloi/my port/Index.ptip Page 2 o l 3 
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Zacks.com - Stock Poitfolios S/22/08 12:SSPM 

ZACKS % l > STOCKS FOR 2008 
CLICK HERE TO LEARN MORE — 4 

HOME ZACKS RESEARCH COMMUNrrV B R O K E R R E S E A R C H PRODUCTS I MARKETS I SCREENING I EDUCATION 

ZACKS 
INVfcSTMtNI WLStAHCH 

f̂ raven Ratings, Resaarchji ftecoauntnitatioits 

Quote: l i , : i ' / i 

Zacks Industry Rank 
The best stocks are usually well run companies that are also in tiigh performing 
sectors. Zacks Industry Rank finds botii. Click here lo learn more 

Ir-Qji l- Search: s 
Turn Small Brtarket Moves into MAJOR pioffls ^Sponsored Links-; You r Roadmap to Become a Maste r T rade r 

Related Links for 
"FIPC Morp' 

» View Portfolio 

» Modify Portfolio 
Contents 

» Modify Previous 
Buys 

» Modify Previous 
Sells 

» Sel Portfolio Email 
Alert Preferences 

» Create a New 
Portfolio 

» Delete This 

Portfolio 

» Log Out 

~'''iio 'Elec More KtNTABLE VERSION 

Display portfolio: Elec More [ w i t h ' EPSVFew Display 

Ticker 

EIE 

NWE 

USEYQ 

Last 

1.76 

3.81 

25,67 

23,95 

0.16 

Last FY Last This FY Next FY 
Actual Reported FY Estimate Estimate Q1 Estimate 

LTG 
% 

-1 

-05 

1.44 

2.33 

-.83 

12/31/07 

12/31/07 

12/31/07 

12/31/07 

12/31/07 

-.68 

,07 

1-71 

1,83 

99999 

-,55 

.1 

1,64 

2 

99999 

-.14 

99999 

,12 

.51 

99999 

VR Over YR 
Ql Next EPS 

Growth Report Date 

39,71 08/05/2008 99999 

99999 08/08/2008 99999 

200 08/06/2008 14 

69,59 08/04/2008 7 

99999 10/07/2008 99999 

FxPro.eom - F O R E X 
Trade Forex, Stocks and Futures with flexible leverage up to 1:500 in MT4, low spreads from 1.8 pips 
www FxPro com 

Don't just make trading gains. Hold onto them. 
Gel ttie strategies znti tools you want ta hslp protect your trading profits and limit losses Go\ 
Schwab AT com 

Affordable Life Insurance Quotes 
Save money with sfTorddble & quality life insurance. Protect your loved ones, 
www IriSuranceComplele com 

Click for Free Oil and Energy Research 
Oil, Gas, and Ethanol Invesbnents are Great Opportunitfes Read These Research Guides ToOayl 
www lnveslBnte.com/EnergyOfters 

ExclLiRlvfl Resorts 

htIp;//www.?acks.tom/poiifollo5/m¥pQrt/lndeK.php Page 1 of 2 
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JONATHAN WORRAI.L, CEO/PubUsher 
JOHK PEDERKALES, Director-Clobal Fundamenla l D a t a 
THOMAS M. WECERA. Associaie Publ isher 
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MERGENTPUBUe VXIUTYMANUAL al5 

ELECTRIC UTILTIY COMMON STOCKS ')̂  . • • • • I F ; . ' , ; 

W 

\l 

19!7i 

m 
19U 
19» 
1983 

\m 
1981 
]9iO 
1919 
1978 
1977 
1976 
197S 
1974 

\m 
1971 
1970 
1969 
196S-
l « 7 
1966 
I96S 
I 9 « 
19M 
1062 
1961 
I9W 
l9Sil 
l i i i 
1«7 
1956 
IMS 
195* 
1953 
1952 
1951 
1950 
19*9 
19*8 
1M7 
1946 
19*5 
1944 
1943 
\ W l 
9*1 
9*0 
939 
93B 
937 
MS 
« 5 

1914 
1935 

\m 
'U Ŵ  ^^ 

r S T i M g 

Aver. 
-",•.188,13 . 

, 2 0 7 , 3 1 
.• 1 6 7 , 6 9 
. 1 6 0 . 2 3 

!- 1 6 1 , 0 3 
• , 1 3 6 . 3 6 
;-.• 1 3 3 . 2 7 
' . . 1 3 0 . 5 3 
, : 1 2 1 - 6 0 
' . 1 3 1 , 2 2 
• 1 3 7 . 0 7 

• 1 2 6 . 9 7 
' 1 1 2 , 6 1 

, 1 1 0 , 4 5 
9 7 9 9 • 

1 0 5 9 0 
111 11 

S7 2 * 
7 1 16 
7 4 0 4 
6 3 3 6 
5 5 4 1 
5 4 8 0 
6 0 2 S 
6 3 3 4 
6 7 3 5 . . 
6 0 1 0 
31 2 5 
4 8 2 6 
7 1 2 1 
8 0 ' ' 0 
S 4 16 
7 9 0 6 
9 4 5 5 
9 8 3 7 

1 0 1 S 7 
1 0 2 9 0 . 
117 0 8 
108 7 6 
1 0 2 7 9 
9 1 5 0 
9 0 5 5 
6 9 8 2 
6 6 3 5 
5 7 9 6 ^ 
4 9 4 2 V 
4 9 6 2 
4 9 2 4 
4 4 3 0 
3 7 6 0 
3 5 4 8 ' 
3 2 5 5 
3 1 2 3 
2 8 3 7 
2 7 3 4 
2 9 5 3 
3 4 0 5 
2 6 2 9 
2 0 9 0 
18 8 7 
] i 9 2 
I G 1 6 

2 5 6 4 
2 8 0 2 • 
2 4 2 7 
3 3 0 8 
4 0 2 8 
2 7 2 0 
2 7 8 4 
3 4 3 7 
3 5 4 0 
6 9 8 0 

A v e r . , , 
9 1 3 
8 .69 . 
8 . 2 7 
8 10 
7 8 3 
9 0 6 
9 0 6 f. 
9 0 2 --r 

I ' • 8 9 6 • ; 

8 9 9 ' ' • 
9 0 5 ' • 

f 8 . 9 5 H.'-
' 8 . 7 9 ' • -

<^, 8 . 8 2 • • 
1 1 8 . 8 7 • ' -

9 1 2 V . 

' \i I • r 
5 • "•< 

7 !•; 
i , " « 

) i 
) • • 

1 ' 
i i:.-i 
i •:(-•--: 1 
' - • ? i ' , p ( 
i f!£.L'[ 
l - f f - . - i 
7 * ; ' . « 
/ aK,ii 
J :^.% 
i-ic',!; 
) B«,V 

t a rv 
i - i ; v 
i v i ' " 
i.ii.r 
1 S i , ^ 
' W.if 
h'-li^-

I o n . 
. , 1 9 5 / 1 0 
, 1 9 9 , 0 3 

146 .31 
1 6 9 , 5 1 
1 4 8 , 6 0 

• 1 3 5 , 2 0 
• 1 4 5 . 9 0 
1 2 4 , 1 0 

. 1 4 2 , 6 0 
1 4 4 , 4 8 
1 3 5 . 8 7 . 
1 1 6 , 6 5 
1 1 6 , 9 a 
1 0 3 , 2 3 
1 0 2 . 8 6 

' 1 2 3 . 0 6 
9 7 . 4 4 
E0.-17 
7 1 . 0 8 
7 2 - 5 3 
3 7 , 9 5 
3 3 , 1 9 
3 4 J 7 

• 6 3 . 9 9 
6 5 , 2 3 
6 6 A 5 
6 0 , 6 8 
4 9 , 6 0 
6 3 , 2 3 
7 9 , 4 3 
8 4 , 1 8 
9 0 , 8 2 
S 0 , 3 I 

1 0 6 / 4 9 
9 7 , 7 5 

1 0 8 , 1 2 • 
1 1 1 , 3 4 
1 1 9 . 0 0 
1 0 3 , 6 9 
1 0 2 , 3 2 
9 5 , 1 4 

• 8 0 . 4 7 
6 4 . 6 7 

- 6 6 . 6 6 
3 3 . 0 4 
3 0 , 0 3 
4 9 , 1 0 
4 6 , 9 4 
4 0 . 8 7 

• 3 8 . 4 0 
3 4 , 4 2 
3 1 , 8 6 
3 1 . 6 0 
2 7 . 1 5 
2 7 . 3 2 
3 2 . 3 1 
3 3 , 9 3 
2 2 . 3 3 
2 0 , 5 6 
15 ,58 
13 ,81 
2 1 . 9 0 
2 8 . 8 7 
2 7 . 6 3 
2 3 , 1 4 
4 2 , 4 6 
4 0 . 7 2 
3 0 , 4 8 
3 4 J 9 
3 7 . 9 8 

- 4 2 - 3 0 
8 0 . 3 2 

J a n -
, 9 - 1 3 
1 7 . 8 3 
' 8 ,19 

- 8 .15 
• 9 . 0 6 
- 9 . 0 6 •-• 
^ 9 . 0 6 
--. 9 .01 •: 
'• 8 , 9 4 
• 8 . 9 2 

. 9 , 1 2 
1 8 .87 " 

' 8 , 9 9 . 
•• 8 . 7 6 •:' 
J 9.17 '. 

9.09 
• B,SO i> 
••• 8 . 4 4 • ' 1 -
; a . H ."V 
•• 7 . 7 3 •• .- .• i 
" 7 . 2 0 -.,:••'-

6 , 8 3 • -• 
6 . 4 S 
6 , 0 7 . -
3 . 7 6 , . 
5 . 3 9 '•,.•.•. • 

"5.11-''-; 
A - W i . f i i 
5 . 0 8 ; « ( • , 

• 4 . 9 5 . ' / ^ 
4 . 8 3 . fl.^, 
4 .74- ' i . ,1 . ' 

4.64 rK'^ 
4J8 •!£;. 
4 . 4 * . . ' ;• ' 
4 . 1 8 ' : , 
4 , 0 3 • ,•!•, 
3 , 7 3 ' , . ' . 

• 3 , 3 3 ^ ' : , ' i - j , 
3 .071 ' .» ' i ; . 
2 , 8 6 •-.(^ 

.••2,7*f,i{-' 

., Feb, 
213.60 

-207.83 
131.96 
160.83 
131.93 
134.70 
139.60 
123,50 
1 3 3 , 2 0 

. 1 5 2 . 9 6 
- 1 3 3 . 1 6 

121 JJO 
I1S .E1 
6 9 . 8 1 

1 0 0 3 8 
118 ,35 
106 ,11 

6 1 , 0 5 
•• 68X18 

7 1 . 5 9 
6 0 . 1 6 
3 2 . 6 1 
4 9 . 9 3 
6 2 . 1 4 
6 4 . 6 6 
6 4 . 9 0 

. 5 7 . 8 2 
4 9 . 1 3 
6 3 . 7 2 
• ? 7 J 4 
8 1 . 4 8 

• •^7 .70 

85^5' 
l Q l . 3 1 

9 7 . 1 3 
1 0 3 . I B 
106 .81 
118 ,81 
1 0 4 , 2 3 

99,EB 
9 7 . 7 6 
8 2 . 6 6 
6 6 , 1 3 
6 7 - 4 0 
3 3 . 3 7 
4 9 . 9 8 

• 4 9 . 6 6 
4 8 , 5 9 
4 1 . 4 2 
3 8 , 2 1 -
3 4 , 4 1 

• 3 2 , S 2 
3 1 , 9 1 
2 6 . 9 3 
2 6 . 2 5 
3 1 . 8 7 
3 3 , 7 0 
2 3 , 4 6 
2 0 , 7 2 
16 ,63 
13 ,07 
2 1 , 2 5 
2 8 , 4 5 
2 9 , 8 8 
2 3 , 8 4 
4 0 . 7 1 
•38.61 
17 .90 

3 1 , 4 4 
3 0 . 4 7 
4 5 , 2 3 
9 1 . 3 4 

F e b . 
9 , 2 5 

. 8 .59 
• 8 .22 

8.D9 
7 . 8 3 

. 9 .06 
-'•'•9.06 
' 9 .01 

- • 8 .94 
• 8 ,96 

- ' 9 .16 
- • 8,91 
:' 9 ,03 

••- 8,7B 
• • ' 9 . 1 7 

•:-.9.09 
'• 8.80 
'> 8,46 

•'r 8 .12 
•;- 7,75 
:•• 7 . 2 2 
' 6,83 

6,52 
. 6.07 

5.77 
. 3.40 .• 
• 5,13: 

^ • 4.96 ; 
•- i . W . \ 
' 4 , S S ' : 

4 . 8 3 . 
. 4,74^ri 
' i . 4 . 6 * . - . 
. 4 .5B i 

, 4 . 4 S . 1 
. 4 , 2 0 : 

4 . 0 3 :' 
• 3 . 7 3 , 
'- 3 , 3 4 . v 
' . 3 , 1 0 : 

2 , 8 6 . : -

•.. M o r . 
,•; 2 1 3 . 3 0 
: 2 1 9 . 0 0 • 

. , 1 3 1 - 8 6 
' , ' 1 3 9 . 3 2 

. ,• 1 6 a 8 3 
, 1 3 a 7 0 

: , . 1 3 4 . 4 0 
: n 9 . 9 [ ) 

m.an • 152.3fi 
, • 1 3 1 . 7 6 
' 1 2 3 . 2 9 
, 1 1 4 . 2 5 

- ,• 9 8 . 6 4 
• 9 5 . 2 2 

! I 3 . 4 H 
1 0 3 . 0 1 

S3 .66 
• 6 6 . 7 4 

7 3 - 7 9 
' 6(1.77 

• 3 4 . 4 3 
3 a ! 6 
6 Z 3 ( 5 
6 4 . 9 5 

• 6 4 . B 4 
5 7 . 3 2 

• 4 7 . S 0 
6 1 . 3 1 
7 5 . 2 0 

• 8 0 , 7 7 
8 9 . 4 9 

•• . 8 7 . 4 4 
•99.B8 

. 9 2 . S 6 
• 106 .81 -

1 0 5 . 4 1 
1 1 8 , 8 5 
1 0 3 . 1 3 
101 .40 
9 8 , 3 7 

. •35 .2C 
• dCGfi 

6 8 . 1 2 
54.115 
4 9 . 3 8 

• "51 .38 
4 7 . 9 7 
4 2 . 5 6 
37 .B1 
3 4 . 7 3 
3 1 . 7 7 

" 3 2 . 0 8 
2 7 . 4 1 
2 6 . 9 1 

• . 3 0 . 3 3 
3 5 . 2 3 

•. 2 2 . 4 7 
7 ( 1 5 7 
1 6 . 8 3 

' I 2 , D 3 
2U.45 
2B .78 
2 5 . 7 1 
1 6 . 3 3 
3 8 . 1 8 
3R.51 

. 1 9 . 7 7 
- 3 2 . 8 9 

2 6 . 7 0 
3 9 . 3 4 
8 9 X 1 

A p r . . 
• 2 I 4 , M 

. • 2 2 4 J 0 
. . 1 4 7 . 8 3 

' . , 1 6 7 . 1 1 
* ' 1 5 3 . 9 5 
. , 1 2 5 . 3 0 

1 2 7 . 2 0 
1 2 2 . 9 0 

, , 1 2 7 . 5 0 
- . 1 5 a 3 7 

• 1 3 3 . 7 2 
122 -25 

., 107-6B 
"„ 102^19 , 

. . 9 1 . 6 5 
1 0 7 . 1 0 
1 0 2 . 2 3 -
.35 .91 
6 5 . 9 5 
7 5 . 3 9 
6 3 . 1 5 
5 3 . 4 3 
3 7 . 1 4 

. 3 S . 6 9 
6 3 . 4 6 
6 6 . 0 3 

• 5 7 . 7 5 
4 S . 9 9 

• 5 0 . 3 3 
7 4 . 7 3 

• 7 7 . 9 4 
S 5 . B 2 
8 0 . 0 6 

. 9 9 . 6 4 
9 2 . 9 3 • 

1OS.90 
1 0 6 . 3 3 

• 1 1 9 . 5 7 
1 0 4 . 0 0 

•102 .94 
'• 9 5 . 4 5 

8 5 . 5 4 
6 7 . 3 0 
5 7 . 2 4 
5fl,(15 
3 0 , 3 7 
4 9 . 7 i 
4 9 . 1 2 
4 2 , 9 1 
3f i .9S 
3 3 . 9 7 

• 3 1 . 7 8 
3 2 . 4 7 
2 7 . 7 S 
2 7 . 0 5 
2 9 . 6 8 
3 3 . 8 8 
2 4 - 4 1 
2 0 . 2 6 
1 8 . 6 4 
1 1 . 4 1 
1 8 . 5 7 
2 8 . 1 3 
2 6 . 1 5 

• 2 1 . B 3 
3 5 . 1 3 
3 5 . 1 6 
2 1 . 9 2 

' 3 1 . 5 9 
- 3 3 . 2 6 

3 3 . 6 7 
-. 7 8 , 9 1 

DIVIDEND R A T E - W 
M a r . 

, 9 . 2 5 
8 . 8 6 

• 7 . 8 9 
• 8 3 5 

f.- I S A 
.- . 9 . 0 6 
- 9X16 
A - : : 9X11 
•••<• • 8 . 9 4 

' - ! ••: 8 . 9 6 
•••: 9 . 1 6 
• i > ^ 8 5 1 
. • •• 9X13 
': "' 8 . 7 8 
^ ' ••. •8 .95 • 
-^.-- 9 X 1 9 . r 
' i . ' 8 .B0 • 

• • • L v SA& 
;ri--. 8.14 

• • ' ^ t . - ' - . i . j e , :-
• • ' . • ' ' • • 7 J 1 •:, 

• , 6 J i 3 .•^-• 
, i , 6 j : " ; , » > 

^•6.16 ' , -
'••;, 5 . 7 7 ."• 
; •• 5 J 1 • 

• 5 . 1 4 i 
1 , , , 4 . 9 6 ' . : 

•• 1 . 5 . 1 3 , ••:.: 
• ' • : ' : . .4 .99 , : J : 
, : • -••4.86 .1 

• . • • • ^ • ' 5 , v , 
'•,• ,.4.70 ,V' 
: • ' : , • , 4 ^ 9 , . i 
:•••.-,• 4 . 4 6 . " , : 

,••;," , 4 : ! 7 ' , 
• '• 4X18 , -•, 

. : •.•3.80 ' : 
! • . • . 3 , 3 8 •;r. 

• • • • " " v 3 . i o :<•;•. 
. • , 2 5 1 , - . ,• 

J ' 2 . 7 5 . . r '< ' . . - . ;^ 2 : 7 7 ,.-..= -

A p r . 
. 9 . 2 1 

8 .58 
• 7 . 9 0 

. 8 . 1 7 
7 .SB 

••• 9 . 0 6 
. " 9.06 
•.-. 9.01 
, • 8 .95 • 

. 8-97 
•• . 9 . 1 7 , 

-: 8.92 
' ' 8.70 .' 
'• 1" .8.80 I-
"•• 8 .98 • • -
»;-' -9.12 - • 
"•••• 8 . 8 4 
'••• 8 . 3 2 • 
•' . 8 . 1 7 ' 
• •; 7 . 8 0 y 
V 7.32 • < 

6.87 
. • r - 6 . S 3 • ; • • 
••• - 6 . 1 6 ^ ' 

• 5 . 7 8 
• 5 . 3 2 
. . . 3 . 1 3 : , 
. . 4 . 9 6 , , • , 
-. . 4 . 5 6 . ^ , 
: ,• 4 . 9 9 •, , . 
. , .4.86 , 

4.78 . -
^ , •4 .70 , . 
•••^Al ••-• 
. ; 4 . 4 B . ; : 
; • , 4 . 2 7 • 

4 . 0 8 
. 3 . 8 0 . 
; . . 3 3 8 . , ; , 
; ' ~ 2 . i 6 . . . : 
, . 2 . 9 1 .-,•. 
. , ; - ;2 .7B-. ; - . -> 

. , END-OF-MONTH AVERAGES 
P i i ^ R K E T P R I C E - • W E I G H T E D A V E R A G E ^ $ P E R S H A R E 

I Moy 
. 204.20 
• ,223.80 
. ' . 149.08 
. .179,81 

, 154.46 
. •• 129.60 
- 133,00 

131.00 
,. 118.80 

149.20 
13S.89 
120,48 

••111,53 
,',• 107.29 

, ^SAZ 
103.30 
104,88 
89.32 
66.09 
75.35 
63.23 
54.00 
,58 J 1 

. ' 60.35 
63-77, 
67.36 

, 55.33 
49.62 

, 47.49 
74.69-

- 77.13 
8I.SI 
74.91 
99.81 
92.08 

. . 102.58 
1 0 i « 
11S.2I 
104.11 
103.80 
86.79 
3B.57 
67.31 
6G.2a 
35.78 

• 51.35 
49-10 
48,54 
43.79 
37.08 
34,57 
31.99 
33.51 
27,S2 
2B.41 
29.30 
36.52 
24.73 
20.58 
19-53 
i2A6 
17.73 
22.55 
27.90 
21.76 
32.68 
37.83 
24.32 
28.73 
39.72 
24.00 

. 70.52 

E I G H T ] 
Mav 

•• 9 3 1 
. 8,69 

7.87 
• 8.16 
. 7.64 

. • - 9JJ6 
9X36 

•.• 9X31 
I. , B.96 

->•' 8,98 
:". 9-19 

'• - 8.92 
-••• •; 8.69 
• •• 8,81 
•V.r 8 5 9 
•i ' 9.13 

Jun, 
;• 199.10 

," .210,30 
.142 .71 
• 170.23 
' 159.51 

-. 134.10 
„ -134.20 
•• 129.70 
-..-112.80 

, 151.26 
135.01 
1,19.19 

• : 112.50 
• 111.23 

96.88 
105.83 
109.23 
92.81 
56.49 
71.73 

• 61.15 
56.04 
60.08. 

. 61.03 
• 63.56 

• 70.23 
•̂  57.07 
- 55.06 
• "43.43 

72.S9 
73.27 
84.95 
68.96 

' 94.53 
100.10 

• 100.73 
99.93 

114.22 
10S.4O 
102.10 
81.74 
85,87 
71.51 
64.25 
57.74 
48.96 
49,55 
49.31 
43.91 
36102 

'34.53 
• '31.70 

31.07 
27.02 
28.61 

•30.39 
35.72 

•25.61 
21.81 

- 20.0! 
" 12.37 

1E.32 
25.94 
2 6 J 4 
25.36 
31.17 
38.78 
26^3 
29.85 
45.79 
24.04 
79.10 

Jul, 
. •; 175.20 
,t ; 199.40 
::?I52.93 

': 155.86 
,.,•151.14 

."136.90 
- 123.60 

130.30 
. 118.80 

• 155.07, 
[3141.92 
• 124.25 

113.38 
• 117.12 
• 96.51 

102-44 
117.40 
87.22 
68.12 
72.19 
59.16 
Sfi.33 
57.83 

•• .61.41 
63.39 

, 70.55 
. 38.62 
• 51.38 

411.90 
69.70 

- 75.11 
N 8331 

• 7435 
92,47 
99.76 

I03X)4 
101.03 
114.76 
110.76. 
i 0 2 M 

• 87.72 
88 XK 
71.12 
66.49 
58.21 

• 49.60 
51.98 
5139 

• 46-67 
36-81 
33J39 
32.67 
29.73 
28.03 
27.88 
3036 
33,05 
25.71 
20.40 
19,69 
12-44 
18,98 
25,94 
29.89 

• 2 5 3 4 
36.40 
42,52 
29.15 
24.97 
40.01 

.32.19 
••7332 

. I S l I ) 
7 .202.30 

. ! 63.75 
163.69 

• 160.47 
131.90 

'12170 
: 130.00 

119,70 
•158.79 

CD 138,59 
• 127.80 

104.90 
i l l 3.70 

96.27 
105.6S 
125.66 

89-43 
•• 70,45 -

72,50 
' 56, S3 

56,32 
56,40 

. 62.05 
• 55.16 
, 57,91 

60.91 
• 51,33 

'39.93 
67.87 
78.25 
79.70 
77.17 
91.13 
99.25 
99.63 
92.31 

• 115.46 
110.86 
107.37 
9 a i 2 
92.73 

• 73.59 
67.39 
S7.20 

• 43.52 
50.36 
31.43 
45,44 
37.16 
36.15 
33:13 
3 a 0 7 
28.76 
27.77 
3 a 3 7 
33,07 
25.96 
21.38 
19.33 
12.21 
18.53 

- 25.46 
27.67 
23.94 
32,89 
41.97 
30.86 
25.28 

* 39.48 
, 37.37 
• 74.84 

'•'•.'• 8.66 
*•' ' 8.30 
; ! U ' 7 . B 6 . 
-•^«. I M r -

. 6 S 6 

8J51 
8.25 

•7.86 
.•}A2 

6.91 

5.79 
(J.55 

'• Sen. 
' • 165.00 

204.50 
..200,12 
, .13335 

168,13 
, 136,40 
T, 127,40 
' 137,50 
, 114.40 

153.80 
138,94 
132.77 

: 104.47 
113.73 

. 98.81 
. 10239 

112.15 
.'- 8 3 3 9 

• • 74.77 
74.83 
66.10 
54.9'J 

, 5 4 3 1 
. 59.79 

64.90 
63.53 
63.45 

• 49-66 
39.01 
72.38 
7B.4B 

• 78.81 
75.66 

• 85.29 
9tt.46 
99.76 

• 94.57 
115.95 
112.67 

- 105.14 
87.42 
94.30 
70.25 
65.69 
59.38 
47.67 
43.42 
49.33 

' 45.90 
37.20 
36.34 
32.87 
30.58 
29.38 
27.42 
29.76 

' •30.93 
• 28.11 

21.24 
20.10 
12.59 
17.B7 
24.B6 
28-Sl 
24.12 

• 28.67 
•41.61 
30.25 

•25.29 
32.02 
43.38 

•50.46 

Jun. Jul. - Aue, 
9 3 6 •• . 9 3 8 • 9 . S 

I 8.69 8.69 -••• 8.77 
.... 7.B3 - • ..- 8.13 • • 7.76 

SXIO 8.01 . • - 8.13 
•' 7.67 7.67 7.61 

-• 9.06 - 9J06 --9X36 
; 9.06 :• 9.06 . . 9X36 
^ 9.01 . ::•••• 9.01 i-- ' . 9X31 

. E.96 -.'!.:•• 8,96 •". • 8.96 •> 
•• 9.00 1 -9.O0 9X1Q 
'• 9.22 •:• - 9.23 . 9 . 2 3 ^ 
J 8.93 . ' •: 8.95 . - 8.95 :• 
•. 8.72 '-.'•. 8.72 •••• : 8.72 , 
. g,B4 - I . ' . 8.84 I t • 8*1 

' 9.03 , ' •! ' '• 8,69 '••"'.i;-8.69 • •'• 
• • 9 . I 3 , ' r - 9.13 • • "••,-,9.13 T • 

VB.94 •- >•'••-• asA- • • . ' 
'; 8.66 . «•• ' 8.66 • 

r 8,31 •• ':>}': 8 3 4 . ', 
-,' 7.87 •fj-..^-7.87* '" 
'• 7.48 ; .,„^'-, 7 j l8 "' 

6,99 • -- ••6.99 
6 3 9 . r ; , i t - ' 6.60 
6,22 • '^••"-.•.6J6 

• 5,80 . , 5.80 , 
•:;i 5 3 7 ••:•:•. " 5 3 7 Qi 

, _.,.=,„ ^ir'_^4,97 . J i l l 4 .91 . -y . 
t'i- 4.37 •;•. :,5-L' 4,82 •.i^';.v.:AJi2-:;i.'' * 
ts: S M . ' ' iS . i -5 .01.- - . iKi ' ! ^ 3X12.,r;(H 
r • t .Si •": ;5.:,'; 14,86 • X.".; '4.88^"^£"SI 
1.-4.78 ,• •- : . ' • !4,78. ." . , ; . - i '4 .78 ' , !-H 
(,•-•4.71 : /ll .• 4.71 5J.;i ' , 4 .71 p.a 
'" : .4.6i .,. -.1.114.61 '^.XS - ^rSi J , W 

r : 4 . 9 6 

; , 3 .W r,rl.d.2.80,>'.W.Ci2.ai.l-ftnvtfJ;,5^3,J&.«i 

.: Sep, 
" 9.09 

.- 8.77 
. ' 8.7B 

. 8.07-
7.51 
9.06 
9.06 

.-.' 9.01 
. 8,96 

• 9,00 
8.76 

.-• 8.95 
'• 8.72 

•-• 8.S4 
• •,• 8.69 . 
, , 9.14, 
••'' 8.94 
-• a.S9 
• B34 
'̂  7.97 • 
•- 7 3 5 
- 7.13 

6.53 
'631 
3.83 
S37.J ••?• 
.5,20 .i 

• 4.97 .; 
••4.B2-r-.-

• 5.03, !• • 
• 4.B9 ill 

4.78-SI, 
, ,4.7I-,L'.'. 

.4.62 ,0 
- 4 3 y . : ! l 
"4.39. ^i(" 

. • 4.14 C 
3.90̂  i:-

.- 3.48 •• 
••3.30 ft 

3.02 rA 
•,u-2.S3..-Z!* 

. " • • ' ' , 

;• Oct. 
; ,1,61.10 

' '-.'262.97 
.' 155.69 

. - -164.59 
138.70 

', 133.00 
• 138.00 
:, 113.60 

153.40 
• 137.75 
• 134.13 

114.55 
., II 6.2s 

101.32 
,• 98.39 

117.57 
88.10 
77.05 
78,IB 

< 55.83 
35,01 
52,63 

• 55,34 
60,10 
66,32 

• 61.85 
53,19 
42.91 
68,21 
83.36 

-•- 82.41 
74.15 
92.25 
98.83 
93.53 

.•• 104.92 
118.33 
115.11 
102-53 
85-83 
99-77 
7 a 2 7 

• 6S.SI 
61.08 
47.15 
4B.46 
•43.53 

- 44.18 
38.59 
35.25 
32-94 
3 a 5 3 
29.82 
28.41 
29.02 

. 31.B4 
29.92 
21.11 
20,40 
14.18 
15.24 
24.28 

. 28. S3 
28.71 
27.14 
43.71 
33.92 

•23.45 
29.49 
38.40 

. 55.38 

' , O n , 
. 8.56 

. ' • ' 8 . 7 5 
. 8.09 

7.59 
9.D6 

: : 9.06 
'.." r. 9.06 
•:. :• 9.01 
•--• 9.04 

••-•. 8.79 
.' - 8.99 
' ' • 8.72 
' •. 8.84 
•;•! •' 8.S9 

' •. 9.14 
'•'. ' 8.95 

/.•,- 8.69 
' ^ • ^ 8 . 3 ^ 
' '^ 7-97 
•'-..' 7.56 • 

7.13 
6.65 
6.32 
5.83 

- 5.S8 
. 5.22 . 

• : 4.97.. 
•4.83 

•- 5.03 
• 4.89 

. , 4.7H-
, 4.71, . 

, 4.62. • 
^•4.55 

"" - 4 . 4 0 , . 
, 4.14 , 
:3.?6 . 

.S49. 
• -• ;33D ; 

.3.03 . 
••-.;,iX84.,: 

.•.. ;Nov . 
• , 1 6 2 . 8 0 , 

'189.30 
.215.69 
139.85 

,175.96 
• 145.90 

• 138.20 
,, 136.50 

.114.00 
144,20 
138.18 
137.81 

116,56!> 
' 119.35 

99.67 
96.30 

117.99 
9 a 3 9 
78.99 
76.57 

, 67.34 
59.83 
51.̂ 14 
59.27 
61.54 

. 5B.76 
•• 64.11 

5 5 3 7 
, 41-87 

60.93 
86.86 
79.80 
8134 
85.98 

107.33 
95.92 

103.47 
115.B4 

• 115.52 
1Q0-S2 
93-54 

103-91 
72.24 
63.38 
62.18 
48.55 
4E.72 
49.90 
46.33 
39.70 
37.36 
33-26 

• 30.34 
29.81 
23.80 
25.20 
31.86 
31.62 
20.60 
1S.65. 
13.93 

• 14.74 
22.14 
2S.34 
26,69 

• 27.26 
• ' 4 2 3 1 

34.72 
23X18 
28.76 
36.76 

• 50.99 

Nof 
B.79 

. : 8 5 4 
9 2 3 

- 7.97 
• • 8X11 

9X36 
• 9X16 

! • • 9X16 
- 9Xli 
"• 9X35 

•••-' •• 8.80 
• 9XXI' 

•II- 8.73 
• " 8.83 
" •- 8X59 

•••• . 9.14 
• . ' • ' 8.96 
•^•' 8.70 

• ^ ; . • .835 
•.•/'" •• 758 
•^- • - ,737 

-/ 7.15 
• . 6.67 
, 6 3 3 

3.87 
5 5 9 

• • , • - •5 .25 
4.98 

. • , • ; : 4.B3 
,- ;-.--5.n3 

.•. , , 4.90 
. . - . 4.79 

. . . . . . •4.72 
. . . . 4 .63 

, . . . , ' ! .4.56 
".•.,-. .4.41 
. . . 4 . 1 5 
. , . •. 3.99 

. • : , . ; 3.40 

.-..••'] 3 3 2 

. • : . . 3.05 V 
:",t(- -2-83 

Dei, 
169-50 

• • 20030 
227.09 
137.30 
181.84 
1SS.73 

• 136.00 
14£9r 
115-50 
146.70 

13141.05 
144.02 
117.77 
123.52 
10a 94 

94.24 
113.66 
94,98 
80.16 
73,03 
70 ,26 , 
57.20 
54.42 
56.41 
39.75 
68.19 

• 66.29 
55.66 
41.17 
60.S7 
83.61 
85.56 
B8.S9 
B4.Sa 

1*1-04 
98.19 

• 105.99 
114.36 
115.54 
102.31 

96.49 
99.32 
76.82 
65.77 
56.37 
50.30 
48.96 
49.35 
47.56 
39.6! 
37.85 
33.85 
30.81 
30.57 
26,20 
25.60 
32.71 • 

" 31.14 
21.09 
21,01 
14,29 
13.45 
2232 
28.85 
2 7 3 3 
24.24 
41.60 
36X16 
21.0s 
2S73 
39 42 
43.23 

De--
£ 8 3 
B95 
B T : 
i M 
BOI 
9 0 6 
9 06 
9 0 6 
9 01 
904-
B82 
9 0 2 
8 7 6 
8.85 
g " ! 
9 12 
8 0-' 
S-'l 
8 3 7 
8 0 t t 
7 6 4 
7 16 
6 67 
6 3 4 
5 98 
5 68 
5.25 
4 99 
4 83 
5 0 + 
4 92 
4.81 
4 7 3 
4 63 
4 3 8 

4.18 , 
•SD2 
J 68 
3 3 3 
3 07 
2 86 

1 

^ / 

mn'̂ r-^:Mv 

http://''iS.i-5.01.--.iKi'
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a'16s MERGEMTmJBLlGVTIUWMAmjm: 

m 

'•s 

YEBT . 
J96D 
•1939 . . . ; 

. 1958 . ; . . 
1957'..•.•.• 
1956 . . : . 
1933 . . . . 
1934 . . . . 
J953 . . . . , 

1950 ' • : . " ; 
1949'- ' : : . . 

. 19,48; . ' . - : 
1947- . • : . . 
1 9 4 6 . . ; . , 
1 9 4 5 : : . ; 

, i M 4 ' ; • • ' . 
1943. . ' ; .^ . 

- 1942 . ; . . 
1 9 4 r ' . . . . ^ 
1940 > , ; , 
1 9 3 9 " , , . . , 
1938 . ! . . 
1 9 3 T ; . , . . 
•1936" . - . . .., 
1933 : - . , . 
1 9 3 4 - : . , . ,-
1 9 3 3 . . . . . . 
1 9 3 2 - . . . . -

iwr. . . . . 
Yecr"-
20(2 . . . . 
20O1 . , . . 
200C 
1 9 9 9 . , . . 
1998 . . . • . 
1997 . . . . 
1996 . . . . 
1995 . . . . 
1994 . . . . 
1993 . . . . 
1992 
1991 
1990 
1989 
1988 
19S7 . . . . 
19B6 . . , , 
1935 
1934 
1933 • 
1982 , . , , 
1981 
1980 
1979 
1978 
1977 
1975 
1975 
1 9 7 4 . . , . • 
1973 
1972 
1S71 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1 9 6 2 . . , . 
1961 . . . . 
I960 . . , . 
1959 
195B 
1937 , . • , . 
195S 
19SS 
1954 • 
1953 • 
1952 . . . . 
1931 . . , . , 
1950 T . - r ' , 
1949 , . . . 
1948 . . , . 
1947 , . . . 
1945 
1945 

••1944 , . . . 
1943 
1942 
1941 
1940 .1 
1939 
1938 
1937 
1 9 3 6 . . : . 
1 9 3 5 . . . . 
1934 . . . . 
1933 
19S2 . . . , 
1931 ^ , . 
Note:[DRevised. 

Aver.-^ 
;'• 2.68 
. 2 .61-

2 3 Q ; 
2.43 

. • 2.32 • 
Z 2 I 
2.13. 
i lO l . 

• ' v ' ' - ' i • 
;!'.',"'1.88 •• 

- . ' : , . 1.60 
' , . ' 1.36 
1, ' 1,43 
' ••, ' -1 ,30 
t , . 1 3 1 
, j . 1,28 , 
-! "• 1,26 

'•, -:. 144 
:'," • .1.54-, 

- 1.4E 
; 1.50 

•.. ..1.74 
..,• 1.48 

. .-, 1 3 2 
,. -1,60 

1,95 
- • . 2.63 

3,47 

Aver.. 
4.91 

.' 4.20 
8,07 
5,09 
4,SE 
6,66 
6.81 
6.93 
7.41 
5.95 
6,61 
7.07 
7.82 
EX>2 
9.05 
8.67 
8X10 
9.89 

11.61 
10.63 
n . 6 9 
12.62 
13.01 
1033 
9.14 
8.20 
8.62 
9.70 

10.01 
7.D4 
6.07 
5.70 
5.94 
4.88 
4 3 7 
4:26 
3.99 
3 3 0 
3.15 
3.12 
3 3 5 
3.10 
3.84 
3.94 
4 3 3 
4.92 
4.68 

• 4 3 0 
4.81 
3 3 3 
3.39 
5.77 
S.66 
5.86 
5.85 
5.32 
4.23 
4.99 
6.28 
e.85 
9.76 
8.02 
6.07 
5.30 
6.27 
5,40 
3.57 
5.12 
5.B5 
5.B1 
7.52 
5.20 

Year 
2000 .' 
1 9 9 9 . . . . 
1998 : 
1997 ;v . . . . 

KIS' . ' . ' . ' . ' . ' . ' .V. ' . ' . ' . ' . ' . ' . ' . ' . 
1994 ; . 
1993: 
1992 .-• 
1 9 9 1 . . : '.': 
1990 •. 
1989 : . ' 
1988 : . 

•19B7 • , . . . . . . 
1986 .• 
19E5 ; . . . - . 

Isn . 
•,2.67', 
• Z59 

2.46 
- 2.40 

2.27-
2.14.. 
2.09-

•1.93, 
,, ,f- 1-90 • 
;-.", 1-85-

, , ,- 1-63 
.••'.: . 'l-SS^ 

• : i - " - ' M 9 ' 
-• "1.3B-

• v - - . ' 1 .24 , 

! ••! ,1.2s 
•' - 1-27 

i," 131 
, •• 1 3 2 
• " r i , 4 4 
?• . 1 ,65 

•. r ' 1.7B 
,. • 1.33 
• 1,36 

1,73 
•i 2,21 

, .- 3.19 
;.. •3,65 

Jan. 
4,78 

. 3.93 
5.59 
4,81 
6,10 
6,70 
6,21 
7,26 
6,27 
6,17 
6,71 
7,60 

• 7,69 
849 
8,92 
7 3 9 
9.03 

10,49 
11.41 
10.66 
12.42 
12.84 
11.82 
9.49 
8.83 

s.n 
S.42 

lOXKl 
S.03 
6.23 
5.74 
5.22 
5.78 
4 3 0 
4 3 4 
3,87 
3,62 
3.13 
3:21 
2 5 9 

•3X)1 
3>tO 
4.13 
3.89 
4.64 
4 3 0 
4-6! 
4 3 6 
3.11 . 

sm 
5 3 2 
3.81 
5 3 3 
6.00 
5.78 
4.61 • 
3.84 
5 ^ 5 
6 3 2 
BJ22 
9.20 
6.89 
5 3 6 
5.21 
7.13 
4.19 
3.27 

• 6.64 
5.03 
5.82 
7 3 1 
4.54 

2.67 
•• 2 3 9 

2,46 
2.41 
2,2a 
2,14 

. 2.11 
,• 1.94 

1,89 
^•: 1.8S 
•n 1.70 
-••;,; 1.63 
I 138 
} • 1.3S 
• • 1 . 4 0 
••• 1.2s 
•.-131 

; : - I - 2 ~ 
, 1.27. 
. 131 

•\ 1.52 
"; 1.44 
' 1,6; 

•• 1.7 
•.1.33 
• 1.36 
." 1,73 

. 2,21 
3,12 

. 3,69 

; Fab. 
, 4,33 

4,13 
6,23 
3-03 
5.17 
6,73 

. 6 M 
7 3 0 

V 
6 M 
7 3 6 

• 7.73 
8.80 
9.14 
7.68 
8 3 9 

10.44 
1153 
1033 
12X10 
13X12 
13X16 

9.77 
i S 2 
8 3 2 
S.G7 

10.10 
7,96 
6.42 
5.93 
5,40 
5 M 
431 
43S 

, 3.99 
• 3.77 

3.14 
3.20 
3.10 
2.93 
3 3 3 
4.04 
3.84 
4.62 
4.82 
4.59 
4-40 
SXB 

sm 
349 
i £ 4 
3 3 3 
6.0s 
6.02 
4.86 
4.15 
3 3 3 
6 : n 
7.7D 
9-72 
7.11 
5 3 4 
4.82 
6.92 

• 4 3 7 
3.44 
7.50 
5.17 
7.25 
6.90 
4.04 

2.60 

Mar. 

• •' 242 ••- • 243 
232 - , • " 232 

• 2.18 •••••..;.-,2.18. 

.: 1.0^- A'..™ -.1-96 

243 ' 
232 

Jun. • • } ' ' , ' JuL 
2-67 •. '•:•'• 2.68 fl" 
2 4 3 . •: , ' ' : : 242 • ^ •"<•' • •̂  
232 ^ 2,32 

.2 . l3 - iW.- . r )2 .13 i 
2 . 0 1 , i r , . n r ' 2 , 0 1 

2 4 2 
2 3 2 
2,23 

, . 2.13 
.,2X)7< 

' - fl".. 
'•• -f-.VC' 

• 2 . U l , - i i r , . v 2 - 0 1 i T 7 i y . , a A J 7 i ; . . .-

1 3 7 • V . p ; , 1 . 8 7 -iV'. ' l-aB •" , , -
'1 .74 ••" ; ; • • : ,1 .78 , ,::•:., l;78 . ;".-, 

Year 
8,36 , 
8.21 
8.79 : 
4.81 ' 

10.72 -
1341 -
10.23 •'. 
6-53 

11.03 :• 
10.06 •• 

9.03 •• 
11.07 
735 . 

n.45 -
13.13 •• 
1233- - . 

\%: 
8.30' 
4.87, 

10.30 • 
13.37 • 
10.61 
8.07. 

11-12.. 
1030 . 
9-20 • 

10.43 
7.97 

11.27 • 
12.B6'" 
1140 . 

Mar. 
4 3 4 
4.05, 
5,99 

• 5 3 4 
4.75 
6.93 
e.74 
7.52 
7.C34 
5.SB 
6.95 
7.23 
7.90 
8.90, 

• 9.40 
8.01 
8.07 

10.14 
12.20 
10.52 
12.03 
12.39 
13.00 

9.38 
3-38 
8.30 
8.97 

10.38 
8.35 
6.54 
6.02 
5.29 
5.3a 
4.60 
4.BI 
4.00 
3.S7 
3.20 
3.28 
3.06 
2.94 
3.25 
4.01 
3.30 
4.S4 
4.85 
4.32 
4.54 
5.00 
5.16 

• 5.50 
5.85 
5.30 
5.95 
5.91 
5.0B 
4.03 
5.51 
6.38 
7.37 

i a 3 6 
7.38 
5.2s 

- 5.6B 
3.14 

•• 4.66 
3.45 

• 6.73 
• 5.2fi 

7.83 
7.61 
4.11 

Apr, 
4.30 
3.S7 
5.34 
4.89 
5.00 
7.16 
7.12 
7.33 
7.02 
5.97 
6.76 
7.30 
8.08 
8.39 
9.80 
8 3 2 
8.65 
9.92 

12.39 

lass 
1139 
1186 
11.43 
10.30 
9.11 
8,36 
8.92 

ia5fi 
. 9.06 

5.58 
• 5.24 

5.56 
5.87 
4.61 
4.82 
3.92 

, 3.84 
3.18 
3.25 
3.07 
3.02 
3.26 
3.97 
3.87 
4 4 5 

; 4.82 
4.65 
4.44 
4.96 
3 3 0 
5.62 
5.88 
5.27 
5.98 
5.BS 
5.25 
3.95 
5.15 
5.52 
5.65 

11.13 
3.13 
3 4 7 
5 3 8 
6.73 
5.01 
3.73 

• 6.11 
5.0a 
3.93 
8.79 
4.50 

146 
.1.42 
1.76 
1.33 
1.31 

• 138 
M - 9 9 

2.95 
, . , 3 3 4 

YIELD-5fc 
• ''^S *' 
• 3188 

5.28 
4.54 
4.95 
6.99 
6.81 
6.88 

. 7.54 
6.02 
6.71 
7.40 
7.79 
8.21 
9.42 
8.84 
E.-48 
9.64 

114S 
10.43 
11.73 
12.80 
11.21 
1032 
9.06 
8.22 
9-32 

laOD 
9.62 
6.68 
6 3 0 
5.86 
5.27 
4.62 
4.87 
4.21 
3.99 
3.21 
3-23 
3.04 
3.42 
3.15 

, 3.97 
3.92 
4.40 
4.69 
4.73 
4.55 
4.86 
5.34 
3.33 
3.83 
5.19 
5.01 
5.60 
5.32 
3.85 
5.14 
6.22 
5.35 

10.19 
S-52 
5-83 
5.23 
5.53 
5.39 
3.52 
5.34 

• 5.50 
, 5.01 

12.29 
5.02 

,J.fi7 
1.59 
1.57 

",-1-43 
,1.28 
139 

.1 .23 
M 1 3 5 

1.52 
1.54 
1 3 0 
1 4 8 
1.77 
135 
131 
1.55 
1.97 
2.52 
3.53 

, Jun. 
4.70 
4.13 
5.49 

•. 4.70 
4.81 
6.76 
6.73 
6.95 
7.94 
5.95 
6.B3 
7 3 1 
7.75 
7.95 
9 3 2 
8.63 
8.14 
9 3 3 

12.48 
10.96 
12.17 
12.42 
10.95 
10.16 
9.11 
7.90 
9.08 
9.01 

10.52 
6.86 
6.46 
5.77 
6.33 
4.BB 

• 4.48 
4 3 5 
4.10 
3 3 5 
3.21 
3.14 
3.53 
3.26 
3.73 
4.05 
4 3 5 
4.96 
4.58 

• 4 3 3 
. 4.33 
• 5.58 

5 3 1 
3.90 
S.60 
6.18 
S.56 
5.17 
4.00 
5.00 
5.91 
6.15 
9.94 
8.34 
5.94 
5.65^ 
5.E4 
5.68 
3 4 8 

. 4.88 
, 5.19 

4.30 
10.48 

, 4.46 

, v;-,; 1.67 
" .•: • 139 
••:••.•• 1.58 
; : . ,1 ,43 
• : / • / - ' i 30 
- , m ' 1 3 0 
: ; " f l 3 3 

•••, .^1.24 
, • • 1 4 5 

,•-•- y j M 
•„•,• , 130 • 
, . ; •-•1.48 
',-.•- , 1,77 
• - . . 1 3 ] 
' . 1,29 
I.-" 135 
. . 157 
•f . 2 3 8 
. , 3 3 1 ' 

.. Jul. 
5 3 6 

. 4 3 6 
5 3 3 
4.83 

• :5.07 
6.63 
7.33 
6.92 
7 3 4 

• 3.80 
03630 

• 7 3 0 
7.69 
7 3 3 
9X10 
8-91 
7.61 
6,93 

J 2 3 0 
10.90 
12.64 
1241 
11.40 
10.13 

8.87 
7.89 
S.S4 
9-64 

10.74 
7.19 

. 6.47 
5-74 
6 3 2 
4.9H 
431 
4 3 6 
4X18 
335 
3X16 
3.13 
3.40 

• 3.19 
3.77 
3.91 
431 
4.BS 
4,46 
4 3 4 
4 3 6 
3.46 
3.44 
3.72 
3^9 
5,96 
5.70 
5J20 

Am 
5,06 

• 6 3 7 
6 3 5 
9.97 
7J54 
3.94 
3.02 
3.84 
4.86 
3.33 

• 4.43 
6,21 
4.92 
7.39 
4.79 

, - , , i;78 
" , 1-66 

•"'••• J.59 
" : - : ).SR 

;,; 1.45 
•;.,••• ..1.32 

. f o ' i : l - 3 0 . 
• iZ 139 
•' •-•-.-J34 
•^;•• : i .46 
; - ^ . ' 1 3 4 
; ; •1-50 • 

i r - - . i . 4 8 
•-: ; 1.76 
l>".; 133 

• 1-29 
, " 138 
1: . I S C 

2 3 8 
. 3 4 9 

4.33 
t . lA 

• 4.97 
4.74 
6.87 
7.13 
6.93 
7 4 9 
5.57 

06 .66 
7.00 
8 3 1 
l .Tl 
9.03 
8.64 
7.11 
9.68 

11.84 
10.86 

.11.23 
12.30 
11-70 
10.09 

8.90 
8.20 
8.50 
9.68 

12.07 
7.40 
6.24 
5.96 

- 6.10 
5.07 
4.53 
4 4 1 
4.08 
3.36 
3.12 
3.Q0 
3.32 
3.03 

: 3.54 
•• 3.89 

4.39 
4.99 
4.61 
4.34 
4.59 

. 5 3 7 
5 3 1 

• 5:57 
5-9! 
5.77 
5.73 
5.20 
4.38 
5.08 
5.94 
6.S7 

10.16 
7.38 
6.05 
5.42 
6.18 

, S.35 
3,55 

, 4.18 
6 3 5 
4.31 
6.37 

• 4.66 

. 2.63 

,. isr 
3.44 
2.32 

- 2.24 
2.13 

;2.07 
,1 .92 
.' 1.90 
::.1.78 

1.68 
:', 1.61 
. 1.SR 

•. 1.45 
"ttJ-3* 
, 1 . 3 1 
; ,1 .31 
•; 1.23 
•.,1.45 
,. 1.54 

-131 
,• '146 

•.1.S9 
• 1.50 • 
• 1.29 
: 13B 
'. .1.82 

1 2 7 
, 3 3 9 

Sep, 
. S 5 1 

4 3 9 
4 3 9 
5.25 
4.47 
5.64 
7.11 

•6.55 
7.83 
5.78 
6.30 
6.74 

•8.35 
7.77 

• 8.79 
8.91 
7,97 

10.40 
11.15 
! a 6 4 
1142 
1197 
1120 
i a 3 5 

8.98 
3.13 
8.20 

l a o i 
1136 
6.95 
6.23 
5.03 
6.23 
5 3 5 
4.62 
4.40 
4.38 
3 3 3 
3.09 
3.14 
3-43 
1 9 9 
3.83 
4.00 

• 4.23 
5.12 
4.79 
4.S0 
4.64 
5 3 5 
5.23 
5.7B 
5.82 
5.68 
3.87 
3.31 
4.69 

' 4 . 7 7 
S.I7 
5.52 
9.77 
B.11 

• 5.19 
3.24 
6.05 
5.89 
3.85 
4.25 
6.25 
5.68. 
5.23 
5.72 

• GcL^ 
>..2.69-
. 2.63 

.. 2.51 
; 244 
• 2.33 
' 2.24-

2.13 
' 2.07 
•, 1.92 
•I J.90 

.J.a4 
•1.6B 

;•-•' l .Sl 
i.fj 

• : - . " i l i 4 $ 

.-•ifiSl 

• OCL 
, ,3.38 

" 4 . 3 i 
5.19 
4.61 
6.53 
6.81 
6.57 
7.93 
5.E7 
5.38 
6.70 
7.61 
7.60 
B.58 
9.29 
7.61 
9-B6 

10.82 
10.19 
11.3! 
1173 
12.64 
11.32 
9.70 
B.35 
3.44 
9.34 

11-26 
7 3 7 

. 5.E7 
*-5.B0 

5 ^ ^ 
4.50 
4.70 

• 3.95 
3.35 
3.03 
3.22 
3.49 
I B S 

. 3.B3 
4.01 
4.11 
5.17 

• 4.B1 
4.62 
4.32 
5.36 
5.30 
5.77 
5.02 
5.63 
5.67 
5.44 
4.59 
4.55 
5.35 
5 3 2 
B.67 
3.19 
6.38 
5.24 
5.09 
6.23 
3.75 
3.77 
5.74 
5.93 
5.91 

- 5.81 • 

EARNINGS - WEIGHTED AVERAGE - $ PER SHAKE 

2Q 
3 4 2 -

• l a s o • 
: 3.74 

9.80 • • 
12.82 •• 

• • 11.12 
B.13 . ' 

- , lase ' 
.• 9.98 ":. 
.i 10.52 (If. 

9.25 • ' 
' 8.22 -
• 10.70 I-
.' 1163 •;. 
• 1172 •' 

,4 12.65 ;•• 

^ 6 
1179 

• 5.62 
• 9.00 
10.66 . 
13.25 
8.18 

11.13 
- 9.73 

G.92 
8.54 

10,60 
.1236 

1167 

1 836 
• 831 

S,79 
• ' 4,81 
: 10,72 
-• 13,41 
• 10,23 
: 6,53 
;l-11,03 
f 10.06 
'-. 9.03 
• 11.07 
:• 735 
: 11.45 

!!• 12*33 

Year 
1984. 
1983 . 
1982^ 
1 9 8 1 . 
1980. 
1979. 
1 9 7 8 . 
1977 . 
1976. 
1975.. 
1974. 
1973 . 
1972. 
1 9 7 1 . 
1970-
1969. 

Year" • 
12,67 
11.88-
10-90 

• - 10.161 
8.98 
8.95-
8 3 9 
8.64-
8.151 

• 7.77 -
7.63 
7.55 
7.73 . 
7.14 
6.89 • 
6 .92 ' 

1235 , . -
10.87-
1032 . 

9.35 •' 
8.69'-

8 3 7 • -
8.89-, 
7 . 8 ! ' ! . 
7.70 !,• 

,7.15 : 
7.78 . 
7 3 7 
6 5 1 . ' . 
6 5 0 •̂ ,-
6.74-• 

1 1 5 6 
10,87 
10.80 
9 3 9 !i 
8.58 
8.88 ' • 
8,37 .'. 
8 5 1 "•• 
7,64 •• 
7.76 } • 
7.22 ••• 
7.63 •:. 
7.33 • ' 
6.88 . : 
6,90 •• 
6,81 t:'. 

.^ ' •1.33 
: • ; 1.24. 

y \ ^.5R 
•,•' 131 
• •• 1.49 
, • 1.70 
• * 1.69 
i"=" 1.29 
-•• •1.58 

1.75 
.•i 2.27 

.• • 3 3 ] 

Nov. 
• • 5.40 

- 4.72 
, ' 4.28 
• 5.70 

.4.53 
6.21 
6.56 
6.54 
7.90 
6.27 
6.37 
6.53 
7.49 
7.42 
8.72 
9 4 9 
7.59 
9-62 

10,57 
10.45 
11.24 
11.95 
12.97 
10.58 
9.54 
8.13 
8.19 
8.99 

11.59 
8-25 
S.64 
6.09 
S.79 
5.38 
4.25 
4.60 
4.01 
3.44 
3.02 
3.29 
3.29 

. 2-74 
3.75 
4.04 
4.05 
5.04 
4.86 
4 3 5 
4.50 
5.26 
3.14 
5.71 
6:10 ' 
5.54 
6.24 
6.23 

• 4.51 
4.27 
6 3 5 
7.13 
8.90 
8.52 
7.14 
5 3 3 
5 3 8 

• 3.99 
.. 3.72 

6,B3 
6.08 
& I 8 

- 630 

3Q 
124S 
114? 
11,06 
10.11 

. 8.73 
• 9.20 

1. 8 3 6 
8.90 
7.86 

i 7.80 
I 7 3 3 
- 7.60 
- 7.72 
; 7,10-
- 6.82 
f 6.89 

.1 X' ' f j ^ 

/ •1 -3 ' 

•"L68 

i 33 l 
. « i 2 
..•LIS 
. 231 
,• 330 

531 
4 4 7 
3.8* 
587r 
440} 
3 8 1 ' ' 
6671 
634 ' 
7 « 0 | 
616 
623 
6 2 i 
744 
732 
8631 
968 
•"89 
917! 

1044 
H i l l 
10 87 
1232 
12 26 
1134 
1001 

833 
7 92 
8 97i 

1173 
838 

i :6m 

• . . ^ M 
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Table 2-1 

Total Returns, Income Retums, and Capital Appreciation of the Basic Asset Classes 
Summary Statistics of Annuai Returns 

from 1926 to 2005 

Series 

L«r0t Company Stocks 

Total Returns 

Income 

Capital Appreciation 

ibbotson Small Company Stocks 

Total Raturns 

Mid-Cap Stocks* 

Total Returns 

income 

Capital ApprsdaUon 

LoW'Cap Stocks' 

Total Returns 

Income 
Capttal Appreciation 

Mtero-Cap Stocks' 

Total Returns 

Income 

Capital Appreciation 

Long-Term Corporate Bonds 

Total Ftetums 

Long-Term Govemment Bonds 
Totol Returns 

Income 

Capital Appreciation 

Intermediate-Term Government Bonds 

Total Returns 

Income 

Capital Appreciation 

Treasury BIHs 

Tolal Retums 

Inflatton 

Geometric 
Mean 

10.4% 
4.2 

5.9 

12.6 

11.4 

4.1 

7.1 

11.7 
3.7 

7.9 

12.7 

& 6 
i a i 

5.9 

5.5 
5.2 
0.1 

5.3 

4.7 

0.4 

3.7 

3.0 

Arithmetic 
Mean 

12-3% 

4.2 

7,8 

17.4 

14.2 
4.1 

9.8 

15.7 

3,7 
11.7 

18.8 

2.6 

16.1 

6.2 

5.8 

5.2 

0.4 

5.5 

4.8 

0.5 

3.8 

3.1 

Standard 
Deviation 

20.2% 

1.5 

19.5 

32.9 

24.7 

1.7 

24.1 

29.5 

2.0 
28.9 

39.2 

1.8 

36.6 

8.5 

9.2 
2.7 

B.1 

5.7 

2.9 

4.4 

3.1 

4.3 

Serial 
Correlation 

0.03 

0.69 

0.03 

0.06 

-0-02 

0.89 

-O.02 

0.03 

0.89 

0,03 

0.08 

0.91 

0.08 

0.08 

-0.08 

0.96 

-0.22 

0.1 S 

0.96 

-0.19 

0.91 

0.65 

Tolal return )s equal to the sum of three component returns; 
and reinvestment retum. 

income retum. capital appreciation return, 

'Source: Center for Research in Security Prices, University of Chicago. See Chapter 7 tor details on decile constmction. 

28 SBBi Valualloo Edition 2006 Yearbook 
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Appendix A 

Table A-9 
Long-Term Government Bonds: Yields 

from January 1926 to December 1970 

Year Jan Feb Mar ^ r May Jun Jul Aug Sep Oct Nov Dec 

1926 
1927 

1926 
1929 

W30 

1931 
1932 
1933 
1934 

1935 

1936 
1937 

1938 
1939 

)940 

1941 

1942 

1943 
1944 

1945 

1946 
1947 
1948 

1949 
1950 

1951 
1952 
1953 
1954 

1955 

1956 
1957 

1958 
1959 

1960 

1961 
1962 
1963 
1964 

1965 

1966 

1967 

1968 
1969 
1970 

0.0374 

0.0351 
0.0321 
0.0349 

0.0347 

0.0343 

0.0390 

0.0308 
0.0321 

0.02S1 

0.0285 

0.0258 
0.0271 

0.0249 
0.0229 

0.0213 
0.0247 

0.0245 
0.0248 

0.0240 

0.0199 
0.0214 

0.0243 
0.0233 

Q.0215 

0.0221 
0.0268 
0.0279 

0.0291 
0.0286 

0.0292 

0.0328 
0.0330 
0.0408 

0.0441 

0.0404 

0.0419 
0,0398 
0.0421 
0.0422 

0.0457 

0.0448 
0.0536 
0,0617 

0.0693 

0-0372 
0.0347 

0.0318 
0.03S3 

0.0339 

0.0338 
0.0367 

0.0325 
0.0317 

0.0275 

0.0281• 
0.0253 

0.0268 
0.0245 

0.0228 

0.0213 

0.0247 
0-0246 
0.0247 

0.0236 

0.0198 
0.0214 

0.0241 

0.0231 
0.Q214 

0.0228 
0.0269 
0.0287 
0.0279 

0.0292 

0.0293 

0.0328 
0.0325 
0.0402 

0.0429 

0.0392 
0.0414 

0.0400 
O.0424 
0.0424 

0,0477 

0,0465 

0-0542 

0.0618 
0 0651 

0.0371 
0.0331 
0.0317 

0.0377 

0.0335 

0,0332 
0.0370 
0.0321 
0.0307 

0.0274 

0,0275 
0,0285 

0.0273 
0.0237 

0.0215 

0.0206 
0,0244 
0,0247 
0.0247 

0.O236 

0.0198 
0,0213 
0,0241 
0.0227 

0.0215 

0,024! 

0.0263 
0.0294 

0.0278 
0.0288 

0.0303 
0,0331 
0.0321 

0.0403 
0.0411 

0.0397 

0.0398 
0.0401 
0.0424 

0.0422 

0,0460 
0.0455 

0.0560 
0.0620 

0,0661 

0.0368 

0.0333 
0.0319 

0.0358 
0.0338 

0.0327 
0-0336 
0.0325 
0.0300 

0.0269 

0,0274 

0,0284 

0.0259 
0.0229 

0.0220 

0.0196 
0.0246 
0.0246 

0.0248 
0.0228 

0.0207 
0.0217 

0.0239 
0.0227 

0.0214 

0.0248 
0.0254 
0.0303 

00273 
0,0290 

0.0311 
0,0345 

0.0311 
0,0414 

0.0426 

0.O391 
0.0394 

0.0405 
0.0423 
0.0422 

0.0467 
0.0477 
0.0547 

0.0593 
0.0699 

0.0369 

0.0327 

0.0327 
0.0373 

0.0329 

0.0317 
0.0349 

0,0308 
0.0292 

0.0276 

0.0273 
0.0282 

0.0257 
0.0217 

0.0246 

0.0195 
0,0243 

0.0244 
0.0247 

0.0226 

0.0209 
0.0216 

0.0231 
0.0227 

0.0213 

0.0254 

0.0257 
0.0314 

0.0279 
0.0287 

0.0299 

0.0348 
0.0313 
0.0417 

0.0417 

0.0397 
0.0393 

0.0406 
0.0422 

0.0423 

0.0473 
0.0482 
0.0547 

0.0635 
0.0743 

0.0368 
0.0334 

0.0326 
0.0367 

0.0328 

0.0319 
0.0347 

0.0306 
0.0289 

0.0270 

0.0273 

0.0285 
0.0259 

0.0221 
0.0227 

0.0191 
0.0244 
0.0244 

0.0248 
0.0217 

0.0206 
0.0216 

0.0238 
0,0217 

0.0216 

0.0259 

0.0259 

0.0301 
0.0272 

0.0293 

0.0299 
0.0361 
0.0324 

0.0419 
0.0407 

0.0404 

0.0401 
0.0407 

0.0419 
0.0423 

0.0477 

0.0507 
0.0534 

0.0623 
0.0709 

0-0370 
0.0333 
0.0344 

0.0369 
0.0327 

0.0325 
0.0320 

0.0309 
0.0288 

0.0268 

0.0271 
0.0277 

0.0257 
0.0213 
0.0224 

0,0191 
0,0244 

0.0245 
0,0247 
0.0224 

0.0209 
0.0214 
0.0241 

0.0216 
0.0214 

0,0252 

0.0261 
0,0301 

0.0266 
0.0300 

0.0313 

0.0365 
0.0343 
0.0417 

0.0382 

0.0404 
0.0412 
0.0407 

0.0421 

0.0424 

0.0482 

0.0505 
0.0517 

0.0621 
0.0687 

0.0373 
0.0329 

0.0341 
0.0375 

0.0328 

0.0326 
0.0321 

0.0308 

0.0299 
0.0281 

0.0264 

0.0286 
0.0259 

0.0231 
0.0223 

0.0190 
0.0244 

0.0245 
0.0247 
0.0223 

0.0217 
0,0210 
0.0242 

0.0210 
0,0214 

0.0246 
0.0267 

0.0303 
0,0269 
0.0301 

0.0325 
0.0367 
0,0371 

0,0423 
0,0390 

0.0410 

0.0401 
0.0408 
Q.0423 
0.0429 

0.0499 
0.0514 

0.0520 
0.0630 
D.C«94 

0.0372 
0.0330 

0.0346 
0.0375 
0.0324 

0.0353 
0.0319 

0.0308 

0.0310 
0.0282 

0.0268 
0.0284 

0.0259 
0.0278 

0.0215 

0.0193 
0.0244 
0.0246 

0.0247 
0.0221 

0.0219 
0.0213 
0.0242 

0.0212 
0.0220 

0.0253 
0.0277 

0,0284 

0.0271 
0.0298 

0.0324 
0.0364 

0.0380 
0,0429 
0,0387 

0,0403 
0,0398 

0.0410 
0.0421 

0.0433 

0.0480 
0.0517 

0.0531 
0-0677 

0.0680 

0.0367 

0.0325 
0.0336 

0.0347 
0.0324 

0.0385 
0.0322 
0-0315 

0.0300 
0.0279 

0.0269 

0.0283 
0.0254 
0.0247 

0.0214 

0.0182 
00244 
0.0247 
0.0247 

0.0216 

0.0216 
0.0217 

0.0243 
0.0212 
0.0225 

0.0254 

0.0269 

0.0281 
0.0271 
0.0292 

0.0329 

0.0369 
0.0374 
O.0421 

0.0391 

0.0400 

0.0395 
0.0415 
0.0421 

0,0433 

0.0467 
0.0549 

0.0543 

0.0653 
0.0693 

0.0358 
0.0320 

0.0338 
0.0331 

0.0322 

0.0385 
0.0322 
0.0327 

0.0299 
0.0280 

0.0257 

0.0278 
0.0257 

0.0236 
0.0199 

0.0186 

0.0247 
0-0248 

0.0247 

0-0210 

0.0220 

0.0229 
0.0239 
0.0212 

0.0224 

0.0264 

0.0272 

0.0286 
0.0274 

0.0295 

0.0333 

0.0340 
0.0368 

0.0432 

0.0399 

0.0404 

0.0396 
0.0414 
0.0422 

0.0441 

0.0480 
0.0567 

0.0566 
0.0676 
0.0637 

0.0354 

0.0316 
0.0340 

0.0340 
0.0330 

0.0407 
0.0315 

0.0336 
0.0293 

0.0276 

0.0255 
0.0273 

0.0252 
0.0226 

0.0194 

0.0204 
0.0246 

0.0248 
0.0246 

0.0199 

0,0212 

0.0243 
0.0237 

0.0209 
0.0224 

0.0269 

0.0279 
0-0274 

0.0272 
0.0295 

0.0345 
0.0323 

0.0382 
0.0447 

0-0380 

0,0415 
0,0395 
0.0417 

0.0423 

0.0450 

0.0455 
0.0556 

0.0598 
0.0687 

0.0648 

Year Jan-Dec 

1926 
1927 
1928 

1929 
1930 

1931 

1932 
1933 
1934 

1935 

1936 
1937 

1938 
1939 

1940 

1941 
1942 

1943 
1944 

1945 

1946 
1947 

1948 
1949 

1950 

1951 
1952 

1953 
1954 

1955 

1956 
1957 

1958 

1959 

1960 

1961 
1962 
1963 
1964 

1965 

1966 
1967 

1968 

1969 
1970 

0.0354 

0.0316 
0-0340 

0.0340 
0.0330 

0.0407 

0.0315 

0.0336 
0.0293 

0.0276 

0,0255 
0.0273 

0.0252 
0.0226 
0,0194 

0.0204 

0.0246 
0.0248 

0.0246 
0,0199 

0.0212 
0.0243 
0.0237 

0.0209 
0,0224 

0.0269 

0,0279 
0.0274 

0.0272 
0.0295 

0,0345 
0.0323 

0,0382 
0.0447 

0.0380 

0.0415 
0.0395 

0.0417 
0.0423 

00450 

0.0455 

0.0556 

0.0598 
0.0687 

0.0648 

' Compound annual return 
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Monthly Returns or Basic Series 

a b l e A - 9 (continued) 

.ong-Term Government Bonds: Yields 

rom 
êar 

January 1971 to December 2005 

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

1971 
1972 
1973 
1974 
1975 

1976 
1977 
1978 
1979 
1980 

1981 
1982 
1883 
1984 
1985 

1986 
1987 
196S 
1989 
1990 

1991 
1992 
1993 
1994 
1995 

1996 
1997 
1998 
1999 
2000 

2001 
2002 
2003 
2004 
?005 

o.oei2 
0.0606 
0.0685 
0,0740 
0.0796 

0.0802 
0,0764 
0.0816 
0.0886 
0.1114 

0.1211 
0.1415 
0.1113 
O1180 
0.1127 

0,0958 
0,0778 
00S52 
0.0903 
0.0B65 

0.0837 
0.0776 
00725 
0.0637 
0.0 "/ao 

0.0609 
0.0689 
0,0589 
0.0536 
0,0666 

0,0562 
0,0569 
0.0495 
0.0499 
0,0465 

0,0629 
0,0602 
0,0688 
0,0748 
0.0788 

0.0802 
0.0775 
0,0822 
0,0908 
0,1186 

0.1283 
0,1402 
0,1060 
0.1217 
0,1209 

0,0841 
0,0763 
0.0854 
0,0935 
00876 

0,0841 
0,0777 
0,0698 
0.0682 
0,0758 

0,0659 
0.0694 
0,0599 
0,0567 
0,0646 

0,0549 
0.0563 
0,0472 
0,0483 
O0479 

0.0593 
0,0613 
0,0686 
0.0783 
0.0824 

0.0792 

0.0772 
0.O831 
0,0902 
0.1239 

0.1248 
0,1387 
0.1083 
0.1353 
0.1181 

0,0766 
0,0795 
0,0901 
0,0929 
0.0889 

0.0844 
0.0797 
0,0702 
0,0725 
0.0755 

0.0684 
0.0723 
0.0602 
0.0592 
0.0618 

0.0559 
0-0604 

0.0486 
0,0474 
0,0488 

0,0619 
0,0615 
0,0687 
0,0816 
0.0852 

0.0797 
0.0771 
0,0838 
0.0922 
0-1076 

01332 
0,1348 
0.1051 
0,1284 
0,1162 

0,0782 
0.0859 
0.0929 
0.0918 
0,0924 

0.0837 
0.0803 
0,0701 
0.0745 
0.0745 

0,0706 
0,0705 
0-0604 
0.0594 
0.0630 

0.0593 
0.0575 
0,0481 
0,0531 
0,0461 

0,0624 
0.0597 
0.0703 
O08I0 
0,0836 

0,0821 
0.0765 
0.0852 
0,0903 
0.1037 

0,1265 
01358 
0.1112 

01381 
01062 

0,0848 
0.0880 
0.0952 
0.0878 
0.0883 

0,0845 
0,0781 
0.0701 
0,0759 
00677 

0 0717 
0.0701 
0,0592 
0,0615 
0,0640 

0,0594 

00578 
0,0436 
0.0539 
0,0440 

0,0641 
0.0607 
0.0710 
0,0812 
0,0813 

0,0807 
0,0764 
0,0865 
0.0877 
0.1006 

0,1304 
0.1412 
0,1119 
0,1374 
0,1055 

0,0790 
0.0877 
0,0917 
0,0821 
0.0864 

0 - 0 ^ 0 
0.0765 
0,0668 
0.0774 
0.0670 

0.0703 
0.0668 
0,0576 
0.0627 
0.0622 

0.0590 
0.0566 
0.0452 
0-0532 
0,0429 

0.0543 
0,0593 
0.0760 
0,0823 
0.0829 

0.0805 
0.0768 
0.0858 
0,0895 
0.1074 

0.1370 
0.1352 
0.1198 
0.1293 
01091 

0.0809 
0.0907 
0.0947 

0,0801 
0.0860 

0.0850 
0-0726 
0.0656 
0.0746 
0.0691 

0.0707 
0.0637 
0.0584 
0.0639 
0.0611 

0,0561 
0.0544 
0.0542 
0.0523 
O0456 

0.0610 
0,0595 
0.0728 
0.0855 
0.0844 

0.0790 
0.0754 
0.0843 
0,0907 
0.1140 

0.1445 
0.1254 
0.1210 
0.1270 
0.1068 

0.0763 
0.0936 
0.0950 
0,0841 
0,0920 

0,0816 
0,0725 

0.0623 
0,0761 
0,0674 

0,0726 
0.0672 
0.0547 

0,0649 
0,0594 

0,0546 
0.0510 
0,0532 
0,0493 
0,0432 

0.0598 
0.0606 
0,0703 
0.0837 
0,0862 

0,0781 
0.0764 
0.0860 
0.0927 
0.1185 

0.1482 
0.1183 
0,1157 
0.1235 
0,1082 

0,0827 
0,0992 
0,0917 
0,0847 
0,0914 

0.0790 
0.0710 
0.0627 
0.0800 
0,0663 

0.0704 
0,0649 
0,0517 
0.0646 
0.0612 

0.0542 
0.0480 
0.0490 
0.0488 
0.0464 

0.0588 
0.0591 
0.0689 
0.0795 
0.0819 

0.0779 
0,0781 
0,0889 
0.1034 
0,1231 

0.1384 
0,1112 
0.1188 
0.1173 
0.1051 

0.0803 
0,0926 
0.0889 
0.0810 
0,0898 

0,0791 
0,0741 

0,0623 
0,0809 
0,0641 

0.0671 
0.0623 
0,0540 
0.0651 
0.0600 

0.0506 
0.0508 
0,0518 
0,0478 
0.0484 

0,0596 
0.0577 
0.0712 
0.0771 
0,0838 

0.0749 
0.0777 
0,0877 
0.1009 
0,1230 

0.1220 
0,1125 
0,1176 
0,1169 
0,1011 

00779 
0,0931 
0.0923 
0,0808 
0.0858 

0,0789 
00748 
0.0651 
0,0808 
0.0623 

0,0643 
0.0614 
0,0535 
0,0662 
0,0576 

0,0553 
0,0521 
0,0519 
0.0502 
0.0481 

0,0597 
0,0599 
0,0726 
0,0760 
0-0805 

0,0721 
0,0803 
0,0898 
0.1012 
0,1199 

0.1334 

0.1095 
0,1197 
0,1170 
0,0966 

0,0789 
0.0920 
0.0918 
0.0816 
0.0844 

0.0730 
0.0726 
0.0654 
0.0799 
0.0603 

0-0673 
0.0602 
0.0542 
0.0682 
0.0558 

0.0575 
0.0484 
0.0511 
0,0484 
0.0461 

Year Jan-Dec 

1971 
1972 
1973 
1974 
1975 

1976 
1977 
1978 
1979 
1980 

1981 
1982 
1983 
1984 
1985 

1986 
1987 
1988 
198S 
1990 

1991 
1992 
1993 
1994 
1995 

1996 
1997 
1998 
1999 
2000 

2001 
2002 
2003 
2004 
2005 

0.0597 
0.0599 
0.0726 
0.0760 
0.0805 

0,0721 
0,0803 
0,0898 
0,1012 
0,1199 

0.1334 

0,1095 
0,1197 
0.1170 
0,0956 

0,0789 
0,0920 
0.0918 
0,0816 
0.0844 

0,0730 
0.0726 
0,0654 

0,0799 
0,0603 

0.0673 
0.0602 
0,054? 
0,0682 
0 0558 

0.0575 
0,0484 
0.0511 
0.0484 
0,0461 
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DOD-IR-17 

Witness T-19 Roger A. Morin 

Has Dr. Morin changed the methodology used in his testimony in any way since he last testified 
for HECO? If so, please explain how and why the change was made. 

Dr. Morin's Response: 

No. 
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DOD-IR-18 

[HECOT-19,pp. 5-6] 

a) What aie the consequences of allowing a retum on equity that overstates the cost of 
capital? 

b) Is a goal of regulation to allow a return on common equity equal to its cost? If not, please 
explain why not. 

Dr. Morin's Response: 

a. Dr. Morin believes that the allowed retum should equal the cost of capital in order to avoid 

a trmisfer of wealth between ratepayers and shareholders. If the utility is allowed a retum 

that is less than the cost of capital, the inevitable result is a wealth transfer from 

shm^eholders to ratepayers. Conversely, if the allowed rate of retum is greater than the cost 

of capital, excess eamings over and above those required to service debt capital accrue to 

the equity holders. In this case, the wealth transfer occurs from ratepayers to shm'eholders. 

There are no wealth transfers between ratepayers and shareholders only if the allowed rate 

of retum is set equal to the cost of capital. In this case, the expected eamings generated 

from capital investments are just sufficient to service the claims ofthe debt and equity 

holders, no more no less. Setting the allowed retum equal to the cost of capital is the only 

policy which will produce optimal investment rates at the minimum price to the ratepayer. 

b. Yes, see answer to part a. 
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DOD-IR-19 

[HECOT-19,p. 7,11. 16-23] 

Does Dr. Morin have an opinion with regard to the relative risk of HEI and HECO? If so, which 
does he believe has greater risk and why. If not, please explain why he elected to analyze HECO 
as a stand-alone operation. 

Dr. Morin's Response: 

Dr. Morin did not investigate the risks of HEI, but rather focused on HECO as a stand-alone 

entity. Given that 81% of HEI's revenues are from regulated electric operations according to 

AUS Reports dated September 2008, it is reasonable to assume that HEI and HECO reside in a 

simile risk class. 
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DOD-IR-20 

[HECOT-19,pp. 10-11] 

a) Is 320 US 391 the correct cite for Hopel 
b) In the determination ofthe "end result test" does Hope offer any guidance as to whether or 

not the market value of the firm should be of concem to regulators? That is, if rates are 
reduced and firm value declines as a result, does regulation fail the end result test for that 
reason? Please explain your response. 

c) In Dr. Morin's opinion did the Hope decision confirm that utility rates should be based on 
book value (depreciated original cost) rather than replacement cost or market value? If not, 
please explain why not, and cite to pertinent portions of that decision. 

Dr. Morin's Response: 

a. The correct citation foi Hope is 320 U ^ 591 (1944). 

b. The Hope case was responsible for the so-called "end result" doctrine, suggesting that the 

regulatory methods employed are immaterial so long as the end result is reasonable to the 

consumer and investor. The latter presumably implies impact on stock price. In other 

words, a regulator is not bound to use any single formula in determining rates. It is the result 

reached and the impact ofthe rate order rather thmi the method or the theory employed that 

is controlling. 

c. The requirement that the end result be reasonable to the investor presumes that utility rates 

should be based on market values, as most, if not all, financial models are predicated on 

market values. 
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[HECO T-19, p. 18, citing Phillips] 

a) Does Dr. Phillips also comment on the reliability ofthe Risk Premium method? 
b) If so, please explain why Dr. Morin elected to quote only Phillips' comments regarding the 

DCF, and eliminate his comments regm^ding other m^ket-based equity cost estimation 
methods. 

c) What is Dr. Phillips' preferred method of equity cost estimation? 

Dr. Morin's Response: 

a. Yes. Moreover, while most, if not all, college-level corporate finance textbooks devote the 

vast majority of their cost of capital coverage to asset pricing models, such as the CAPM, 

Fama-French version ofthe CAPM, ^id the Arbitrage Pricing Model, considerably less 

attention is devoted to the DCF model's limitations. 

b. Dr. Phillips' comments on the CAPM are referenced on page 18 of Dr. Morin's direct 

testimony. Dr. Phillips deals with the reliability ofthe CAPM in a few paragraphs on 

Pages 358-359 of his book. In his text. Dr. Phillips discusses the dangers of relying solely 

on the CAPM model because of the stringency of certain of its underlying assumptions, as 

is the case for any model in the social sciences. Pages 17-19 of Dr. Morin's direct 

testimony deal specifically with the dangers of relying on the DCF model ^id the lack of 

realism of its underlying assumptions when applied to the fast-changing electric utility 

industry. Dr. Morin is well aware that caution and judgment are required when relying on 

any model in the social sciences, including finmicial models such as the CAPM. Models 

represent simplified abstractions of reality so as to improve our understanding of socio

economic phenomena. In the case offinancial models, the DCF model is particularly 
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sensitive to fundamental and structural changes, for it assumes constant infinite growth in 

book value, earnings, dividends, and stock price forever. 

Sole reliance on the DCF model simply ignores the capital mm k̂et evidence and 

investors' use of other theoretical frameworks such as the Risk Premium and CAPM 

methodologies. The DCF model is only one of many tools to be employed to estimate the 

cost of equity. It is not a superior methodology which supplants other financial theory and 

market evidence. The same is true ofthe CAPM. 

c. Given Dr. Phillips' exposition of all the vmious methods of specifying a fair retum, 

including DCF, CAPM, Risk Premium, Comparable Eamings, ^id Interest Coverage, it is 

reasonable to conclude that Dr. Phillips' preference is to rely on all the various methods. 
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DOD-IR-22 

[HECOT-19,p. 23,1. 17-18] 

a) When did Moody's discontinue publication of its Electric Utility Index? 
b) If Moody's no longer publishes data regarding its Electric Utility Index please explain why 

Dr. Morin believes data related to that index is representative of current investor opinion. 
c) What companies were included in the index when Moody's discontinued publishing data 

on that index? Also, if the compmiies included in Dr. Morin's representation of Moody's 
index are different from those actually published by Moody's, please explain why. 

d) What is the percent of revenues from electric operations for each ofthe companies in 
Dr. Morin's Moody's Electric Utility Index? 

Dr. Morin's Response: 

a. Publication of Moody's Electric Utility and Natural Gas Indices in the well-known 

Moody's Public Utility Manual was discontinued following the acquisition of Moody's by 

Mergent in 2002. Although the "Manual" is no longer published, Moody's Daily News 

Reports continues to publish utility market data. 

b. Given that over most ofthe long period that covers Dr. Morin's historical risk premium study, 

1926-2006, the electtic utility was relatively homogenous in risk and under the umbrella 

protection of regulation for all of its functions (power generation, transmission, distribution), 

and that the industry's risk profile has steadily escalated in recent ye^^s. Dr. Morin's estimate 

based on that study is conservative. 

c. See Attachment 1 to the response to DOD-IR-16 for the companies that m ^ e up Moody's 

electric utility index. 

Note: Most (if not all) ofthe information requested is copyrighted. The copy is being 

provided under the "fair use" exception to the copyright laws. .Any copies made ofthe 

requested information are subject to copyright laws. 

d. See Attachment 1 to this response. 
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Note: Most (if not all) ofthe information requested is copyrighted. The copy is being 

provided under the "fair use" exception to the copyright laws. .Any copies made ofthe 

requested information are subject to copyright laws. 
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COMBINATION ELECTRIC & GAS COMPANIES 
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DOD-IR-23 

[HECO T-19, pp. 25-27] 

a) Please explain why Dr. Morin elected not to mention either 1) the recent research regarding 
the market risk premium, which indicates that current MRP expectations are below 
historical averages or 2) his own published opinion that a reasonable range of mm k̂et risk 
premium is from 5% to 8%. 

b) Does Dr. Morin's opinion regarding a reasonable range of market risk premium of 5% to 
8% comport with that of Brealey and Meyers? If not, please explain why not. 

Dr. Morin's Response: 

a. Dr. Morin disagrees with the basic premise ofthe question which suggests that current 

MRP expectations are below averages. There are two revealing passages from Mehra and 

Prescott's more recent review ofthe literature: 

Even if the conditional equity premium given current market conditions 
is small, and there appears to be general consensus that it is, this in 
itself does not imply that it was obvious either that the historical 
premium was too high or that the equity premium has diminished. 

In the absence of this fknowledge of the futuref, and based on what we 
currently know, we can make the following claim: over the long horizon 
the equity premium is likely to be similar to what it has been in the past 
and the returns to investment in equity will continue to substantially 
dominate that in T-billsfor investors with a long planning horizon. 

In other words, Mehra and Prescott conclude that historical and forward-looking MRPs are 

very similar. See Mehra, R., and Prescott, E.G. "The Equity Premium in Retrospect," 

Handbook of the Economics of Finance, Edited by Constant ini des, G.M., Harris, M., and 

Stutz, R., Elsevier, Inc. 2003. 

Moreover, a comprehensive review ofthe extensive literature on the MRP is 

clearly outside the scope of Dr. Morin's testimony. A review of that literature is contained 

in Dr. Morin's text The New Regulatory Finance, Chapter 4. 
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b. There is clearly MI overlap between the Brealey-Myers-Allen textbook, which advocates a 

MRP range of 3.8% - 6.8% and Dr. Morin's opinion that a reasonable range of MRP is 

5% - 8%), with a preference toward the upper portion of that range. 
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DOD-IR-24 

[HECO T-19, p. 26] 

a) Please provide all the data on which Dr. Morin's S&P 500 DCF analysis is based. 
b) What is the current market-to-book ratio ofthe S&P 500 companies used in Dr. Morin's 

analysis? Please provide support for your response. 
c) Does Dr. Morin's DCF estimate for the S&P 500 account for the fact that market prices are 

different from book value? If so, how; if not, why not? 

Dr. Morin's Response: 

a. See Dr. Morin's testimony (HECO T-19, pages 34-35) for the details ofthe m^ket risk 

premium (MRP) calculations. The dividend yields for each company and Value Line's 

growth projections came directly from the Value Line Investment Analyzer (VLIA) 

software. May 2008 edition. Value Line does not allow the dissemination of its 

proprietary data in electronic format for obvious copyright reasons. The Value Line 

Investment Analyzer software is made commercially available to investors on a paid 

commercial subscription basis on CD-ROMs updated monthly and/or on-line, and cannot 

be replicated or disseminated electronically without violating copyright laws. Dr. Morin 

and/or his staff will be glad to make available for inspection propriet^y copyrighted 

materials at the Company's premises during normal working hours by arrangement upon 

reasonable prior notice. The formal Value Line copyright notification in the software 

reads as follows: 
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Value Line Investment Analyzer 

Copyright © 1999-2006 Value Line Publishing 

This product is licensed to 

WARNING 

Roger A. Morin 

This computer program is protected by copyright law and international treaties. 
Unauthorized reproduction or distribution of this program, or anv portion of it, will result in 
severe civil and criminal penalties, and will be prosecuted to the maximum extent allowed 
under the law. 

The following table shows the details ofthe calculations from the Value Line data. 

Dividend Yield (spot, expected) 

Forecast Growth (DPS, EPS) 

Annual DCF Return (1 + g) 
Quarterly DCF Retum 

Risk-Free Rate 

DCF Market Risk Premium 

MRP Calculations 
May 2008 VLIA 
S&P 500 

D/P 

K annual DCF 
K quarterly DCF 

Rf 

MRP 

10,21 

1,78 1,96 

11,99 12,17 

12,37 

4,60 

7.77 

b. The current M/B ratio ofthe S&P 500 is approximately 2.7. 

c. The M/B ratio ofthe S&P 500 Index was not a material or relevant consideration when 

applying the DCF model to that index. 
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DOD-IR-25 

[HECO T-19, p. 27] 

What is the average market risk premium for utilities published in the Harris study? 

Dr. Morin's Response: 

The Harris study reports a utility risk premium of 4.2%o back in 1998. The utility industry has 

experienced a steady escalation in risk over the past ten years since the Harris study was 

published, as evidenced by the steady rise in utility betas, standard deviation of returns, bond 

downgrades, and other measures of risk. 
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DOD-IR-26 

[HECO T-19, p. 37] 

Please provide support from the financial literature on which the DCF is based (e.g., Williams 
(1938), Gordon (1962), Gordon (1974), or any other source Dr. Morin believes to be seminal to 
the DCF) that supports the contention that the DCF "assumes that dividends are paid at the end 
of each year..." 

Dr. Morin's Response: 

It is almost universally assumed that the standard Gordon DCF model assumes annual cash 

flows. Most, if not all, finance textbooks provide a derivation ofthe DCF model assuming 

annual end-of-year dividends. For example, see the widely used corporate finance textbook by 

Professor Brigham (Brigham, E. F. and Ehrhardt, M. C, Corporate Finance: A Focused 

Approach. 3"̂  ed.. South-Western, 2008, Chapter 7, page 237). 
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DOD-IR-27 

[HECOT-19,p. 43,11. 4, 5] 

Please provide the empirical support for Dr. Morin's statement that "the electric utility industry 
capital market data is highly unstable at this time." 

Dr. Morin's Response: 

The core assumption underlying the DCF model is stability, and that all financial metrics, 

including dividends, eamings, book value, stock price, price/earnings (P/E) ratio, experience 

constant growth forever. The assumption of constant and stable P/E ratio in the electric utility 

industry is particularly problematic at this time, given the gyrations in that ratio over the past 

decade, as is evident from the graph below. The Stmidard DCF model assumes constancy in the 

P/E ratio. When investors expect the P/E ratio to increase, the DCF model fails to capture that 

pm t̂icular component of price appreciation. The converse is true as well. The following graph 

displays the instability in electric utility stocks' P/E Ratios over the 1998-2008 period. The 

applicability ofthe DCF model increases with the degree of stability of relative market valuation 

ratios (P/E ratio, M/B ratio). 

10-0 

Electric U t i l i t y P/E Rat ios 

2000 20IC1 
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DOD-IR-28 

[HECOT-19,p. 45,11. 6, 7] 

Please explain why it is reasonable to assume that the investment risk of a utility that has 50%o 
electric utility operations is the same as that of HECO. 

Dr. Morin's Response: 

The 50%i figure was used as a screening criterion rather than as a formal measure of risk. The 

construction of reference groups inevitably involves a tradeoff between statistical adequacy and 

scientific accuracy. On the one hand, the screening criteria have to be stringent enough so as to 

capture companies whose risk is the same as the target utility, but on the other they must be 

flexible enough to allow enough companies to survive for the analysis to be statistically 

meaningful. In Dr. Morin's opinion, the 50%) screen optimizes the tradeoff between statistical 

reliability and economic relevance. In fact, the average percentage of revenues from regulated 

operations in Dr. Morin's sample of integrated electric utilities is 80%o. 
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DOD-IR-29 

[HECO T-19, p. 47] 

In his Direct Testimony in HECO's most recent rate proceeding (at page 19 of that testimony). 
Dr. Morin testified that the DCF provides accurate estimates of the cost of equity only when the 
stock price and book value are reasonably y similar. Please explain why he has omitted that 
opinion in his Direct Testimony in this proceeding. 

Dr. Morin's Response: 

Dr. Morin assumed that the inability ofthe DCF model to produce an accurate assessment of 

investor retum when the M/B ratio deviates from one is a well-known phenomenon and did not 

need to be reiterated here. 
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DOD-IR-30 

[HECOT-19,p. 55,11. 5,6] 

Please provide support for the cited statement regarding "average" impact of increases in debt 
ratios. 

Dr. Morin's Response: 

As stated in Dr. Morin's direct testimony on pages 54-55, comprehensive and rigorous empirical 

studies ofthe relationship between cost of capital ^id leverage for public utilities ^ e 

summarized in Dr. Morin's text. Regulatory Finance. Public Utilities Report, Inc., Arlington, 

VA, 1994, Chapter 17. The results of empirical studies and theoretical studies indicate that 

equity costs increase from as little as 34 to as much as 237 basis points when the debt ratio 

increases by ten percentage points. The average increase is 138 basis points from the theoretical 

studies and 76 basis points from the empirical studies, or a range of 7.6 to 13.8 basis points per 

one percentage point increase in the debt ratio. 
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DOD-IR-31 

[HECO T-19, p. 52] 

Dr. Morin adds 25 basis points to account for the differences in risk between HECO and his 
electric utility sample group. 
a) Please list the bases for business risk comparison between HECO and his sample group, 

providing, for each category of comparison, the risk measurement for HECO and each 
company in the sample group. 

b) Has Dr. Morin made a quantitative comparison between HECO's purchased power risk mid 
the purchased power risk of each company in his sample group. If so, please provide the 
data used to make that comparison and if not, please explain why not. 

Dr. Morin's Response: 

a. Dr. Morin relied on two broad samples of electric utilities representative ofthe industry 

and then adjusted the results for HECO's degree of risk relative to the two industry groups. 

The 25 basis point upward return adjustment reflects HECO's relatively small size and its 

PPA debt-equivalent obligations. 

b. The table below compiled from Value Line Investment Survey data shows that HEI's 

percentage of generation from purchased power of 39%) far exceeds the average of 15% 

for traditional vertically-integrated electric utilities in Dr. Morin's sample group of electric 

utilities, at least for those companies that reported such information in Value Line. Dr. 

Morin also notes that the financial risk due to the presence of off-balance sheet liabilities 

such as purchased power contracts is already reflected in traditional measures of risk for 

HEI and for Dr. Morin's comparable-risk companies, such as beta and bond rating. 

COMPANY 

Alliant Energy Corporation (NYSE-LNT) 
Ameren Corporation (NYSE-AEE) 
Avista Corporation (NYSE-AVA) 
CH Energy Group, Inc. (NYSE-CHG) 

TYPE 

Traditional 
Traditional 
Traditional 
T&D 

% Generation 
Purch Pwr 

0 
4 
34 
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Duke Energy (NYSE-DUK) Traditional 
Consolidated Edison, Inc. (NYSE-ED) T&D 
Energy East Corporation (NYSE-EAS) T&D 
Entergy Corporation (NYSE-ETR) Traditional 
Exelon Corporation (NYSE-EXC) Traditional 
MGE Energy, Inc, (NDQ-MGEE) Traditional 
Northeast Utilities (NYSE-NU) T&D 
NSTAR (NYSE-NST) T&D 
Pepco Holdings, Inc. (NYSE-POM) T&D 
PG&E Corporation (NYSE-PCG) Traditional 
PNM Resources, Inc. (NYSE-PNM) Traditional 
PPL Corporation (NYSE-PPL) Traditional 
Public Service Enterprise Group (NYSE-PEG) Traditional 
TECO Energy, Inc, (NYSE-TE) Traditional 
UniSource Energy Corporation (NYSE-UNS) Traditional 
Wisconsin Energy Corporation (NYSE-WEC) Traditional 
Xcel Energy Inc, (NYSE-XEL) Traditional 

37 
20 
40 

0 
0 

NA 
NA 
15 
0 

22 
NA 

AVERAGE 

Hawaiian Electric Ind 

15 

39 
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DOD-IR-32 

[HECOT-19,p. 56,11. 3-7] 

Has Dr. Morin calculated the impact of purchased power obligations on the capital structures of 
his sample group of companies? If so, please provide those data; if not, please explain why not. 

Dr. Morin's Response: 

See answer to DOD-IR-31. 
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DOD-IR-33 

[HECOT-19,p. 58,11. 2-5] 

a) What is the basis of Dr. Morin's "understanding" with regard to bond rating agencies 
treatment of purchased power obligations absent a fuel adjustment clause? 

b) Please provide any available evidence that bond rating agencies placed more weight on 
purchased power debt equivalents in assessing HECO's bond rating prior to the 
implementation of a fuel adjustment clause. If such evidence is not available, please so 
state. 

Dr. Morin's Response: 

a. Presumably, bond rating agencies would apply a lower risk factor when calculating the 

capitalized value of purchase power obligations for a company with mi energy cost 

adjustment clause, and a higher risk factor for a company without such protection, all else 

remaining constMit. 

b. See the May 2007 S&P mticle regarding the method for imputing debt for U.S. power 

purchase agreements which was provided as an exhibit to Ms. Sekimura's testimony, 

HECO-2013. See also S&P's May 23, 2008 article on HECO provided as an exhibit to 

Ms. Sekimura's testimony, HECO-2008, page 6. HECO's energy cost adjustment clause 

was already implemented when the rating agencies began to treat the Company's power 

purchase contracts as debt equivalents. 
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DOD-IR-34 

[HECOT-19, HECO-1901,p. 1] 

a) Please provide the percent of revenues from electric operations for each ofthe companies 
listed. 

b) Please provide the bond ratings of each ofthe companies listed. 
c) Please provide the amount of purchased power used by each company. 
d) Please provide the percent of common equity as a percent of total capital in each 

company's capital structure. 

Dr. Morin's Response: 

a-d. See attachment to the response to DOD-IR-22. The data sources consulted by Dr. Morin 

do not provide the amount of purchased power used by each company. 

Note: Most (if not all) ofthe information requested is copyrighted. The copy is being provided 

under the "fair use" exception to the copyright laws. .Any copies made ofthe requested 

information aie subject to copyright laws. 
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DOD-IR-35 

[HECO T-19, HECO-1901, p. 2] 

a) Please provide the percent of revenues from electric operations for each ofthe companies 
listed. 

b) Please provide the bond ratings of each ofthe companies listed. 
c) Please provide the amount of purchased power used by each company. 
d) Please provide the percent of common equity as a percent of total capital in each 

company's capital structure. 

Dr. Morin's Response: 

a-d. See attachment to the response to DOD-IR-22. The data sources consulted by Dr. Morin 

do not provide the amount of purchased power used by each company. 

Note: Most (if not all) ofthe information requested is copyrighted. The copy is being provided 

under the "fair use" exception to the copyright laws. .Any copies made ofthe requested 

information aie subject to copyright laws. 
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DOD-IR-36 

[HECO T-19, HECO-1909, p. 8] 

If the example is the smne, but the market-to-book ratio is 1.0, is the resulting growth rate greater 
or less then the assumed 5%o? Why? 

Dr. Morin's Response: 

Dr. Morin does not fully understand the question. Presumably, the higher the growth rate, all 

else remaining constant, the more attractive the company to investors and the higher the M/B 

ratio. In any event, the M/B ratio cannot be 1.0 because the company nets an amount less than 

the market price whenever it issues common stock, namely, $95 in the example versus a stock 

price of $100. 
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DOD-IR-37 

Please provide a complete copy of each of the articles, and pertinent chapters of each text cited in 
Dr. Morin's Testimony not otherwise requested in the above interrogatories. 

Dr. Morin's Response: 

See Attachments 1, 2, 3, 4, 5 and 6. 

Note: Most (if not all) ofthe information requested is copyrighted. The copy is being provided 

under the "fair use" exception to the copyright laws. Any copies made ofthe requested 

information aie subject to copyright laws. 
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222 PART H Risk 

In May 2004, the risk-free interest rate was about 3.3 percent.^ Suppose 
cide to use a market risk premium of 8 percent. The resulting estimate fo 
Pacific's cost of equity is about 7 percent: 

Cost of equity = Expected retum - f/ + ^{r,„ - Vr) 
= 3.3 + .49 X 8.0 = 7.2% 

It is always useful to get a check on such estimates. In this case, we can to 
to Table 4.3, which presents cost-of-equity estimates based on the constant-
E>CF formula for Union Pacific and the railroad average. These DCF estim 
considerably higher, at 13.5 percent for Union Pacific and 12.6 percent foi 
dustry. Are the DCF estimates too high, or the CAPM estimates too low? Yc 
look to further checks, using DCF models with varying future growth rales 
haps arbitrage pricing theory. We showed m Section 8.4 how APT can be 
estimate expected retums. 

9.3 SETTING DISCOUNT RATES WHEN YOU 
DON'T HAVE A BETA 

Stock or industry betas provide a rough guide to the risk encountered in 
lines of business. But an asset beta for the railroad business can take you 
far. Not ali investments made in that industry are average-risk. And if yoi 
first to use railroad-track networks as interplanetary transmission anteni 
will not even have a useful industry beta to start witti. 

In some cases an asset is publicly traded. If so we can estimate risk fri 
prices. Suppose your company wants to assess the risk of investing in corr 
real estate, for example, in a large office building for company headquarte 
the company can turn to index^ of real estate prices and returns derived fire 
and appraisals of commercial properties.'** 

What should a manager do if the asset has no such convenient price 
What if the proposed investment is not close enough to business as usual t 
using a company cost of capital? 

*rhe CAPM works period by period and calls for a short-term interest rate. But in May 2004, S 
interest rates were only about 1,5 percent, versus about 5,5 percent for long-term U.S. Treast 
Could a discount rate based on a Bhort-temn interest rale of only 1.5 percent give the right di» 
for cash flows 10 or 20 years in the future? 

Well, now that you mention it, probably not. But you cannot use ttie long-term rate eithe 
the market risk premium was defined and measured as the average difference between mark 
and short-ferm Treasury bill rates (See Table 7,1). Here is our suggested procedure. Start with 
term Treasury rate (5,5 percent in our example) and subtract the risk premium of Treasury b 
bills (1.2 percent in Table 7.1). Thus 5.5 - 1.2 = 3.3 percent. TTib is a rough but reasonable e 
llie expected average future retum on Treasury bills. We therefore use this rate in our examp 

Sometimes the long-tenn Treasury rate is used without adjustment. If this shortcut is uset 
market risk premiiun must be restated as the average difference between market retums and 
Treasury retums. 
T h e average growth rate in Table 4.3 is about 11 percent, a high rate to prefect in perpetuil) 
stage DCF model would generate cost-of-equity estimates closer to the CAPM estimate. 
'"See Chapter 23 in D. Geltner and N. G. Miller, Commercial Real Eslale Analysis and Iiiveslme 
wood Cliffs, NJ: Prentice Hall, 2001). 
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310 CHAPTER 9 The Cost of Capital 

SF-I.F-TEST QULSTIONS 

Flotation costs are usually fairly small for most debt issues, and so most a»»-k 
ignore them when estimating the cost of debt. Later in the chapter we show 
incorporate flotation costs for those cases in which they are si^ificant. 

Why is the after-tax cost of debt rather than the before-tax cost used to cakii 
late the weighted average cost of capital? 

Is the relevant cost of debt the interest rate on already outstanding debt or 
that on new debt? Why? 

WST gf PRfirfiRREP § m i i i fnr 
A number of firms, including NCC, use preferred stock as part of their permane 
financing mix. Preferred dividends are not tax deductible. Therefore, the compa 
bears their full cost, and no tax adjustment ts used when calculating the cost ofpt 
ferred stodi. Note too that while some preferreds are issued without a stated nat 
rity date, today most have a sinking fund that effectively limits their life. Final 
although it is not mandatory that preferred dividends be paid, firms generally ha 
every intention of doing so, because otherwise (1) they cannot pay dividends on tin 
common stock, (2) they v«li find it difficult to raise additional funds in the capit 
markets, and (3} in some cases preferred stockholders can take control of the firm 

The component cost of preferred stock used to calculate the weighted average co 
of capital, fpj, is the preferred dividend, Dp ,̂ divided by the net issuing price, ?„, whk 
is the price the firm receives after deducting flotation costs: 

Flotation costs arc higher for preferred stock than for debt, hence they are inospt 
rated into the formula for preferred stocks' costs. 

To illustrate the calculation, assume that NCC has preferred stock that pays 
$10 dividend per share and sells for $100 per share. If NCC issued new shares t 
preferred, it would incur an underwriting {or flotation) cost of 2.5 percent, or $2.5: 
per share, so it would net $97.50 per share. Therefore, NCC's cost of preferrc 
stock is 10.3 percent: 

Tp, = $10/$97.50 = 10.3%. 

SiLt -h si OiitsnoNS Does the component cost of preferred stock include or exclude flotation costŝ  
Explain. 1 

Why is no tax adjustment made to the cost of preferred stock? j 

Companies can raise common equity in two ways: (1) directly, by issuing ne 
shares, and (2) indirectly, by retaining earnings. If new shares are issued, what ts 
of return must the company earn to satisfy the new stockholders? In Chapter 4,' 
saw that investors require a return of r .̂ Howcvei; a company must earn more 1 
r̂  on new external equity to provide this rate of return to investors because the 
commissions and fees, called flotation costs, when a firm issues new equity. 

*i.ifi 
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"oTatl new corporate funds come ^ofh the external equity market. 1 here are three 
reasons for this: 

1. Flotation costs can be quite high, as we show later in this chapter. 
2. Investors perceive issuing equity as a negative signal with respect to the true 

value of the company's stock. Investors believe that managers have superior 
knowledge about companies' future prospects, and that managers are most 
likely ro issue new stock when they think the current stock price is higher 
than the true value. Therefore^ if a mature company announces plans to issue 
additional shares, this typically causes its stock price to decline-

3. An increase in the supply of stock vî tll put pressure on the stock's price, forc
ing the company to self the new stock at a lower price than existed before the 
new issue was announced. 

Therefore, we assume that the companies m the following examples do not plan to 
issue new shares.'* 

Does new equity capital raised indirectly by retaining earnings have a cost? The 
answer is a resounding yes. If some of its eamings are retained, then stockholders 
will incur an opportunity cost—the earnings could have been paid out as dividends 
(or used to repurchase stock), in which case stockholders could then have reinvested 
the money in other investments. Thus, the firm should earn on its reinvested eam
ings at least as much as its stockholders themselves could earn on altemative invest
ments of equivalent risk-

What rate of return can stockholders expect to earn on equivalent-risk invest
ments? The answer is r,, because they expect to earn that return by simply buying 
die stock of the firm in question or that of a similar firm. Therefore, r, JS the cost of 
common equity raised internally hy reinvesting earnings. If a company cannot earn 
at least r̂  on reinvested earnings, then it should pass those earnings on to its stock
holders and let them invest the money themselves in assets that do provide r,. 

Whereas debt and preferred stock are contractual obligations that have easily 
determined costs, it is more difficult to estimate r,. However, we can employ the 
principles described in Chapters 4 and 7 to produce reasonably good cost of equity 
estimates. Three methods typically are used: (1) the Capital Asset Pricing Model 
(CAPM), (2) the discounted cash flow (DCF) method, and (3) the bond-yield-plus-
risk-premium approach. These methods are not mutually exclusive—no method 
dominates the others, and all are subject to error when used in practice. Therefore, 
when faced with the task of estimating a company's cost of equity, we generally use 
ali three methods and then choose among them on the basis of our confidence in the 
data used for each in the specific case at hand. 

What are the two sources of equity capital? | 
Why do most established firms not Issue additional shares of common equity? ! 
Explain why there is a cost to using retained earnings; that is, why aren't J 

retained earnings a free source of capital? | 

*h few companies JIMJC rew shares rfiroueh nrw-srock d iv i^nJ reinvestment plans, which we discuss in Chapter 18. 
Also, quire a few companies sell stock to their employees, and companies occasionally issue stock to finance huge 
prefects Of mergon, 

TTiere aiv rimes when totnpanies shouU bsuc stock in qjUc of these prohfems, hwice we discuss stock issuet later in 

ibedupin . 
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Ex Ante Cost of Equity Estimates of 
S&P 500 Firms: The Choice Between 

Global and Domestic CAPM 
Robert S. Harris, Felicia C. Marston, Dev R. Mishra, 

and Thomas J. O'Brien* 

Wff rSiinuitr f.c tmif cxpiriii'd rffiirif.tftir ii .•.-atnpli-' of S&P SOO firm-, aver rht perioil !9S^-
fV98. The e.rarili'i^rriiiTaU'.'i -lllinv a betU'.r ovtmUfil with ihe domesiic I'irxioiJ •iflhc .'iiii^^le-

JiUtar CAPM ihiiii n-ith the ^luhul uei-iciDii, but the dilft^feiKi- i.s smaU. This jhidinn ha.t no 
trentf in riwf and is cni'.vj.'Hrni across ureiup:; JDnued on (he baiis of rehilivf fiirfigi\ sates. 
The findings fUl^geil tlnitfur ai imniing the rusi (ifequiiy, ihe choicr between the damfstic 
and global CAPM nuiy run hf « material issue far maity large USfinn.'i. 

The estimation of a firm's cosl ofeqiiity capita! remains one ofthe most criUi:al and cliaiienging 
issues laced by financial managers, analysts, and academicians, AhJiotigh theory provides 
several broad approaches, recent -»;urvey evidence reports that among large US firmH and 
investors, tlie capital as.iet pricing model (CAPM) is by far the most widely used model. 

Among the variety of decisions to be made in implemenling the CAPM is ihc clioice between 
a domestic or global indtx for (he inarkei portfolio. Although Theory suggests that using a 
domestic market index i'; appropriate only for an assel traded \n a closed, tiadonal market, 
empirics! research has thus far failed to establish whether a global or domestic pricing model 
performs better wiili LIS btocks-

We iiiiudy the choice befwcen the global and domestic CAPM by examining which of the two 
models provides the belter fit with a sample ofcAni/t-expected equity return estimates for large 
US companies. In contrast to many prior .studies that use renlizcd returns, we estimate implied 
expected returns hased on the theory's call for a forward looking measure. The question we ask 
IK whether the domestic or the global version of the fiing"le-factor CAPM provides the bettor ftt 
with the dispersion of the ex ante expected return estimates for a sample of S&P 500 equities. 
Our litudy period covers 19S3 to 199S. 

We find that the domestic US CAPM fits the ex ante expected return estimates better than 
does the global CAPM, Thi,s result shows nu trend over time. We also find that except for a few 
years in the early 1990s, the heller fit of the domestic CAPM holds consistently across 
subsamples formed on the basts of Ihc relative levels of the firms' foreign sales. However. Ihe 
difference in fit ofthe two versions of the CAPM is small. 

We also find a positive aad significant empirical relation between ex ante risk premium estimates 
and systematic risk estimates. Moreover, we find Ihal the ex ante risk premium estimates for 

Por fielfiful discHamma'and coimmnts. fke <iiahors ihani animympus refrrfe-t. ihe wOrkstuip al ihe L'nrwfirai/y qfCincinncli 
(especially Stevp Vfyatt), partiapams af ffi< 2002 Ecixtem Pirancs As.wciMUm meeting (e.'ipeciaUy Brasmn Giamhona, W'u?' 
Dtsld ,̂ and !fw discussant, Steve Cicconei the parlidpunts at ihe. 2002 FMA European meeting (exper.iailf Sievg Christopfiti 
and shi' discurauni, Rie-eirdo Lial], Greg Na^el. and Mo Rudriguei. Tht authors ahti acknmdedge shf rontribtnion of 
Thtim-ran Pinanciai for I/B/pJS earnings data. Thest: data have been provided a.x pari of a broad academic program to 
encourage aarninns expeciatkms research. 

'Kobfri S. Haryis is Profet^sor and Dean al fhf Uniwnity af Virginia, f'elicia C. Marskm i( an Asiadate PmfnAsor ai 
Universtiy af Va-ginuL Dev R. ifi.shiv iscn S.'isî ianr Profes.st}r at Memorial linh-er.uty of Nci\fi3undland in Sl. John's, Nf, 
Canada. Tfioifutu J. O'Brisn fj I'l-î fciitfr (?f Finance al the Unh'ersity of Cĉ nnt̂ clic.ul. 
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broad industry groups hiivc a high correlation with the corresponding Fama-French (1997J 
estiinatesj from the CAPM, but not with the estin^ates from their three-factor model. 

The study's prsctital implications arc based on the widespread use ofthe CAPM in cost 
of capita! estimation by large US firms and investors, vvhere the traditionat use ofthe S&P 
500 index as the."market portfolio" continues to be the standard. Our Hndingb .support the 
use ofthe domestic CAPM to estimate the cust of equity of large US finn.s. However, finding 
a relatively small difference in the ovcralf fit ofthe two CAPM versions suggests ihat tlie 
choice betweea applying the domestic CAPM and the global CAPM may not be a critical 
issue formany larj^e US firms. 

The paper is organixed as foi lows. Section 1 reviews related literature. This review includes 
the domestic and global versions of Ihc Kingie-faclor CAPM and why the two models are 
theoretically likely to result m different expected rates of return for a given asset. Section 11 
discusses the ineliiodology and data for the einpirical analysis. Section Ell reports the results 
ofthe empirical comparison of the £'.\ i7«;e e^pected return estimates with the estimates ofthe 
two CAPM versions and wilh corrusponding measures of risk, Section IV provides a brief 
sammary and conclusion. 

I. Review of Related Literature 

Recent survey evidence (Bruner, Eades, f!arris, and Higgiui, 1998) and flraham and ilarvey. 
2001) reports that the capital assel pricini; model (CAPM) is widely used by large US firms 
and investors. The CAPM also continues to have wide popularity in academic textbooks and 
applied articles (e.g., Kaplan and Peterson, 199S and Ruback, 2002), 

These applications use the traditional domestic CAPM. k. ^ r| ^ Pjull^yij •" •'Ji where k̂  is the 
equilibrium expected rate of return for usset i; r., is the risk-free rate; (i.̂ , is the beta of asset i 
against the domestic market portfolio returns; k̂ î ^ is the equilibrium required rate of return on the 
domestic markcl portfolio: and !<^|,- r,is Lheiisk piumiuni on the domestic market portfolio. 

A. Global CAPM and Domestic CAPM 

Stehle(1977)aTidSiulz(l99.'5a, 19956, 1999) argue that using a domestic market index is only 
appropriaie for an asset leaded in a closed, national tinanciai market. Although cqiuhbniim 
international asset pricing models are multifactor in general, if tbe purchasing power parity (PPP) 
condition holds, then the single-factor CAPM equation can be adapted to a internattonal context 
for assets in the global market portfolio, as discvissed in $tul?(l W5e). We emphasize the differe[ice 
between the domestic aud global CAPMs by F^qiiation {I), 

k ; " ' - r - ' P , o L K , • ) 

where k̂  is the C-iuilibrium expected rjils; of return for asset i in a specific pricing currency, r,. 
is the nominal rate of return on an asset that is risk-free and denominated in the pricing 
currency, p.̂ , is the beta of asset i's returns against the unhedged global market index returns, 
with returns computed in the pricing currency, k̂ ^ is the equilibrium required rate of return 
in Ihe priciUfj currency on the unhedged global market portfolio, and k ,̂|. - r, is the risk 
premium on the unhedged jjlobal market portfolio. As in Graucr, Litzenberger, and Stchle 
(1976), under the assumijlion of lOKarithmic uti lity the Hlobal CAPM in Equation (1) liold.s 
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with any numcniirc currency. Ross and Waish (19K3) show tliai when log utility is not assumed, 
Hqu:ilion (I) holds for itl most one currency. We tissume that currency is the US dollar. 

Kiuolyi iind Stub. (2003) point out thfitoaly in the special case in which [3,̂ ^ equals p̂ pp̂ ir, 
doe>. (he global CAPM result in the same expected return a-̂  the domestic CAPM, i,e,, when 
an ii,sset's global beta is ei^ual to its domestic beta limes Ihe global beta of the domestic 
market portlolio. Generally, ilus condnion does nol hold. Instead, when B^is greater thafl 
[i,^^,^,. llie doincslic CAPM is likely lo underesliinatc the asset's expected retum relative to 
llie gk)bal CAPM, because there is more global sy.stematic nsk in the asset's returns dian is 
accounted fur hy the domestic market index- SiniiiarJy, when |î ,̂ is le.ss than p p ,. the 
domestic CAPM is likely to overeslimitle the iissei's espected return relative to the global 
CAPM, because the asset has less global sysienuuit ri.̂ k in its returns than is accounted for 
by the domestic market index. 

Slehle (1977) reports empirical support for the global CAPM over the domestic version in 
realized returns for US stocks from 1956 to 1975. Harvey's (1991) study providcK further 
empirical support of global pricing of US equities. Black (1993) asserts that the issue of 
whether a global or dome^itic index should be used in CAPM applications is not yet settled. 
However, given the significant globalization of Che worid financial markets, Stulz {1995a. 
}995b. 1999) advocates Uie use of the global version. In ctmtrast to Siehlc's (1977) findings. 
Griffin (2002) repiiii.sthat for Ihe period between 1981 and 1995. a three-factor (Fama-French) 
domestic model had lower pricing errors for UvS firms Ihan did an analogous three-factor 
world version. His results indicate that a domestic pricing model is a better fii wiih realized 
return data than a global pricing model. 

Campbell's (1996) empirical analysis of a multifactor domestic pricing model finds that the 
single-factor domestic ",.. CAPM î  a good approximate model for stock and bond prices," 
since the additional factors (returns to human capital and changes in expected market return) 
are highly correlated with the market index returns. Ng (200S) reaches a similar conclusion in 
the context of the global CAPM. with the additional factors of FX risk and shifts itl boch 
expected market returns and expected FX changes,. Therefore, we only examine tlis two 
single-factor CAPMs, Griffin (2002) does not report results on domestic compared to world 
single-factor (tnarkel index) models. However, in private correspondence after our study was 
completed, Griffin reported to us that the domestic version of ihc single-factor model had 
lower pricing errors than did the world model. 

For large US companies like those in the S&P 500, there are arguments why choosing a 
domestic or a global index for CAPM applicaliori.s could be a non-issue. One argument is 
that a US index will closely track a globat index, especially as markets have become more 
integrated and since the market value of US stocks is a substantial proportion of the market 
value of a global index. However, the data show that the beta of the S&P 500 compared TO the 
MSCI World Index has been substantially less than one in the past. Another argument is that 
S&P 500 companies are often global in scope, which makes the S&P .500 something of a 
global index tn its own right. However, Jacquiilal and Solnik (1978) and Christophe and 
McEnaEiy (2000) report evidence that a portfolio of US mvtllinationals is an ineffective vehicle 
for iiiEernational diver.sification. Even if the choice between a global and a domestic itidex 
does not nialter much for large US firms in general, il might make a difference for US firms 
with very high (or low) levels of foreign involvement. However, this empirical quesiJon is 
uaaaswcFcd, Otdci studies by Hughes, Logne. and Sweeney (1975) and Agmon and Lessard 
(1977) suggest this possibility, reporting that global (doines(tc) betas increased (decreased) 
widi the level of US firms' foreign-to-totsl sales ratio. However, more recent results in Dieriiieier 
and Solnik (200 ]) do not find this effect to be strong for US firms. 
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A domestic index could be ihc preferred benchmark for US investors with o significant 
"home bia.s", as in the Cooper and Kaplani<: (2000) model of pmtjally intcgrflled wt)rld markets. 
However, we do uoi know whether the popularity of the domestic CAPM among US firms is 
for this rea,soii, 

B. Ex Ante Expected Return Estimates 

Empirical le&t.s comparing global to domestic priciRg models u.suaHy rdy on realized returns. 
However, Elton (1999) points out that exunie estimates of expected returns are more desirable. 
We obtain ex ante expected return estimates through analysts' growth forecasts and 
discounted cash flow (DCF) models, as in a number of prior studies, including Claus and 
Thomas (2001), Fama and French (2002), and others discussed below. 

In contrast to research that uses realized returns, almo.si all of the studies u,sing ex ante 
expected return estimates find an empirical relation between expected return and beta risk, 
despite differersces in approaches and time periods. Forexample, using the constant dividend 
growth model, Harris and Marston {1992) and Marston and Harris (1993) report a significan! 
relation between ex ante expected return estimates and (domestic) betas for a sample of US 
stocks in the 19S2-I987 period. Ai the same (ime they confirm Ihc findings of previous 
empirical studies of no significant relation between reali7.ed returns and beta.s. 

When they apply a DCF model to 5] highly leveraged transactions (mostly management 
buyouts) in the period 19804 9S9. Kaplan and Ruback (1995) find that implied costs of capital 
estimates are related to beta bul not to the si^e and bnok-to-market factors. Using iBES 
forecasts, Gordon and Gordon (1997) and Gode and Mohanram (2003) also observe a significant 
reiatiofi between ex ante expected equity return estimates and domestic US betas. Gordon 
and Gordon use a finite liorizon dividend discount model and the time period 1985-1991, 
Gode and Mohanram use the Ohlson-Juettner (2000) valuation model for the period 1984-
1998. Also, Brav, Lehavy, imdMichaely (2003) find a positive empirical association between 
analysts' direct return forecasts and beta for US stocks, but not between the return forecasts 
and the size and book-to-market factors, 

The results of Gebhardt, Lee, and Swaminathan (2001) provide the only exception thai we 
know of to a positive empirical relation between ^x^anfe expected return and beta risk estimates. 
Their study, which uses IBES forecasts and a clean-surplus residual income valuation model, 
reports no significant association between Cheir ex ante expected return estimates and 
domestic betas for;i sample of US stocks from the period 1979-1995. 

There is some controversy about IBES forecasts. La Porta (i 996) asserts that analysts' growth 
forecasts tend to be too extreme, but Lee. Myers, and Swaminathan (1999) find that IBBS forecasts 
improve their intrinsic value estimates over forecasts based on a time series model. 

U. Methodology and Data 

111 this section, we discuss our approach for estimating ex ante expected returns using the 
constant dividend growth model and the ti:ii)sen,sus of financial analysts' five-year earnings 
growth forecasts available through IBES. In addition, we explain our criteria for comparing 
the global and domestic CAPMs. 

A. Ex Ante Expecteid Return Estimation 

For each month from January 19S,̂  through August 1998, we calculate an e,r anre expected 
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return estimaic for each dividend-paying Us stock in theS&P 500 index for which data arc 
available. We eliminate a firm in a given month ifthere are fewer than three analysts' forecasts, 
if the standard deviation around the mean forecast exci-eds 20%, or ifthere are nol sufficient 
historical returns Ibi the pnor 60 months to perform beta estimations. The analysis comprises 
65,154 expected return estimates for the months from January 1983 to August 1998, We 
obtain dividend and olher firm-specific information from the Compustat files, 

Wc estimate ex aitte expected lates of retum by using the constant dividend growtli model. 

D, 
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where k̂ ' is the ex ante expected rate of return (cost of equity) eatLinate (or company i, D i.s 
the dividend per share expected to be received at lime I, P̂ ^ is the current price per share, and 
g- the expected long term growth rate in dividends per share, which we assume is equal lo the 
consensus ofthe analysts' growth forecasts. See Timme and Eisemann (1989) for a review of 
Ihe benefits of analysts' forecasts over historical growth esiimates, 

We recognize that our study, like any study of asset pricing relations, is a joint " tes f of 
the underlying model and the empirical constructs used. Therefore, like other studies, wc 
cannot conclude whether rejection is due to failure ofthe model or of the empirical proxies. 
With this standard caveat, our method for estimating ex ante expected returns, which uses 
IBiKS growth forecasts and the dividend growth model, has several strengths. First and 
foremost, theory suggests ihat measures of return shotild be those that investors expect to 
prevail over Some future time horizon-Although many empirical tests rely on realized retums, 
there is no necessary relation between the investors' expected returns suggested by theory 
and subsequently realized returns, except under strong assumptions. 

Second, as noted earlier, and in contrast to studies that use realized returns, the results of 
studies that use ex anie expecied return estimates are robust across lime periods and DCF 
inodels in finding a positive empirical relation between expected return and systematic risk. 
Since we find that our exante expected return estimates behave similarly to those of other 
empirical studies, we believe that our ex ante estimates arc representative-

Third, our approach should not bias the outcome of this study toward one version ofthe 
CAPM over the other. That is, there is no reason to think that the relative fit of the two 
CAPM versions with the ex ante expected return estimates depends on a particular OCF 
valuation model or source of growth forecasts, 

Finally, given the widespread use ofthe CAPM, the conflicting empirical results on the 
impact of using a domestic or global index warrants additional study using a variety of 
approaches. Furthermore, additional empirical results on the constant growth model, given 
its longstanding history and continued use, could be useful. 

B. Global CAPIM Compared to Domestic CAPM 

To use either the global or the domestic CAPM to estimate a firm's cost of equity, we use 
a fime-varying approach lo estimate betas and market risk preraia, We estimate the firms' 
equity betas for a particular month with monthly excess returns (the stock return minus 20-
year Treasury bond (T-bond) retum) for five years prior to the month for which we estimate 
the cost of equity. We estimate equity betas for all companies by using an ordinary ieasl 
squares (OLS) of excess stock retums on excess market index retums, Wc obtain monthly stock 

' ^•••TR1fimE''.Ji(i^-i^--
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returns in US doJlars from January 1978 ihrough .•Vngiist 1998 from the CRSP files. Wc obtain T-
bond returns from the website of the Federal Reserve Bank of St, Loui.s. We use the S&P 500 
Index as the domestic US index. (We also u.se the CRSP Value-Weighted Index in a I'obustness 
check.) Wc use the Morgan Stanley Capital Internal ioiial (MSCI) World Index with gnws dividend 
reinvestment as the global market index. The inonthiy data for the global index is from the website 
of MSCI; www,mscidala.com. This index is unhedged and thus, when reported in US dollars, 
reflects exchange rate changes in cuiTcncies against the US dollar. 

The question we investigiiie is which ofthe two CAPM versions, if we assume ihat version 
is the "correct" model, has less variation in its fit with tht; ex ante expected return estimates 
for the individual firms. To implement this investigation, we "back out" the ealimated market 
risk premia (domestic and global) for each month from ihc ex ante expected returns of Ihe 
individual stocks. To do so, for a given month, wc first turn each stock's ex ante expecied 
return estimate into an ex anie ri.sk premium estimate by .subtracting the yield on the 20-ycar 
T-bond. Then we aggregate the stocks* ex ante risk premia estimates with v:due weighting, 
producing an exante portfolio risk premium estimate for the month, Forthe domestic CAPM, 
we value-weight the firms' domestic beta estimates into a portfolio doniestto beta estimiite 
for the month. Since the portfolio risk premium should be equal to the poEtfoliu beta times 
the market risk premium, the domestic inarkei risk premium estimate for the month is found 
implicitly by dividing the portfolio risk premium estimate by the portfolio domestic beta 
estimate. For example, if the value-weighted portfolio of eligible stocks has an ex ante risk 
preniiunt estimate of 6% and a domestic betji estimate of 0.9, then the implicit domestic 
market risk premium estimate (forthat month) is 6% divided by 0.9, which equals 6.67^(i.To 
ensure a fair comparison between the domestic CAPM (DCAPM) and the global CAPM 
(GCAPM), wc use an analogous procedure (each month) to estimate the implicit global 
market risk premium from the ex anit- portfolio risk premium estimate and the poittotio's 
global beta estimate. In other words, we estimate the domestic market risk premium by 
assuming that the domestic CAPM is valid for the average stock, and estimate the global 
market risk premium by assumitig that tha global CAPM is valid for the average slock. By 
design, this appioach implies that the average difference between the model estimates and 
the ex ante estimates \R zero for both CAPM versions. 

We then investigate how much variation exists for individual firms between the ex ante 
risk premium estimates and the corresponding estimates of each of the two CAPM versions. 
For each month from January 1983 until August 1998, we analyze each available stock as 
follows. We begin by using the stock's don^ieslic beta and the domestic market risk premjum 
estimates to find Ihc firm's ri.̂ k premium estimate under the DCAPM. We also estimate the 
Stock's risk premium under the GCAI*M with the stock's global beta and the global market 
risk premium estimates, We then compare the ex ante risk premium esriniate for the itock 
with die risk premium estimates of botli CAPM versions. 

For a given stock and monlli, th^re wit) generally be difierences between all ihree lisk 
premium estimates. For example, a stock in June I 9S9 might have an ex dnta risk premiltm 
estimate of 5%, a DCAPM estimate of 4%, and a, GCAPM estimate ufT îfi. In this hypothc-Lica! 
exampie, the DCA PM vvouid be considered as the better fit because il provides a risk prcmiti in 
estiitmte that is closer lo the ex ante estimate. 

We use three metrics to assess which ofthe two CAPM versions has the better overall fit 
with the exante estimates. First, we examine the average ofthe absolute differences between 
the model estimates and the ex ante estimates. We dccidf. that the model with the lower 
overall average of absolute dii'fereiKes across all observations for Ihe individujil firms is the 
better-fitting model for this metric. Second, v.n delcimire the percentage of the cv ai)te 
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cstiuKitcs for which the DCAPM provides ii closer fit ihfui the GCAPM. In the third metric, 
wc cunipiiie (he results o|' cro^^s-^ecnonal OLS of CA muc risk premium estimates far the 
tiKiividuiil slocks against bolh the csiimaied domestic betas and the estimated global hetas-
'vVhichever regression has (he highci- r-squarcd indiciites lire better-fitting CApM version 
vvidi this approach. "vVe also exLU5iine the regression results fin- relative consistency with the 
(hcoiy: aii intercept of zero and a positive slope. 

Further, wc investigau; whc(her (he fit of the ex anu- e.s(imates with (host of the two 
CAPM versions is rclaled lo the ratio of foreign sales to toial sales, which we use here as a 
proxy for inlernational exposure Although we understand that the rciative level of foreign 
Sides does noi completely capture a firm's international exposure, its use is standard in many 
empirical studies, including Falemi (I9H4), Jorion (1990), Miller and Reucr (1998), and Doidgc, 
Griffin, iuid Williamson (2002), who contend that a good rationale for using relative foreign 
sales as a proxy for international exposure is the high correlation with other measures of 
firms' international operations, 

Of (he 489 firms used in the study, 253 firms have a reported foreign saies enlry (including 
76 firms reporting zero foicign sales) for the period 1994 lo 1998. The Overall average ratio of 
foreign to total sales is approximately 20% for the 25^ firms. Using the eligibility crimria 
discussed above, wc use the data for the 253 firms from 1983 lo ^998 to construct a subsample 
of 36,580 observations (out ofthe 65,154 total observations), an average of about 194 firms 
per month. Of these observations, 11,053 involve a firm reponing zero foreign sales during 
1994-1998, an average of about 59 firms per month. We divide the remaining observations, 
involving firms reporting non-zero foreign sales during 1994-1998. into three equal-sized 
groups of S,509 observations based on the magnitude of relative foreign sales. Each group 
had an average of about 45 firms per month. The high foreign saks group has an average 
ratio of foreign to total sales of 53%, and the medium and low groups had ratios of 27% and 
1%, respectively. 

ill. Results 

This section de.5crjbes in detail the results ofthe study, as reported in the tables, 

A. Summary of Risk Premium Differences for DCAPM and GCAPM 

Table 1 summarizes Ihe average ubsoiute differences between the ex ame risk premium esti mates 
and the DCAPM and GCAPM estimates, and the percentage of instances in which the ex ante 
esdmates are closer to the DCAPM estimate than to the GCAPM estimate. For all the observations 
in the sample, over all years from 1983 through 199K, the DCAPM's estimated expected return 
differs in absolute terms from the coiiesponding ex ante estimate by an average of 0.027, or 270 
basis points. The G C A P M ' S estimated expected return differs in absolute terms from the 
corresponding ex ante estimate by an average of 0,029, or 290 basis points. 

For every year except 1992, the average absolute difference between the DCAPM estimates 
and the ex ante estimates is less tiian or equal to the average absolute difference between the 
GCAPM estimates and the ex ante estima.tes. Based on the average absolute difference criterion, 
wc find that the DCAPM has a better overall fit with the ex ante risk premium estimates, 

However, the overall margin of difference, 270 basis points compared to 290 basis points, 
isnotdramatic. The difference is the closest in the eariy ) 990s. In contrast, in the 19S0sand 
late 1990s, the DCAPM is the better fit by a wider margin. In a robustness check, we obtain 
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Table I. Summary of Risk Premium Differences For DCAPM and GCAPM 

Tlie columns show, respectively, the average number of firms per tnonih {#FirmE), the va!ue-v.eightcd 
aver,iges of the esdmated r:x ame risk premia {Ex Ante}, average domestic beta estimates (Pin), the 
average domestit: market risk, prcniium estimates (KP|]), the average absolute differeiiceg between the t t 
anie estimates and those of Ihe DCAl'M lF.x-T)}, ihc average global beta estimates {.̂ ,0). the average 
gJobal market risk premium estimates (ilPo), the average absolute differences between ilie ex anie 
estimates and those of the GCAPM (fij--G), and the percentage of cases in which the ex ante estimate is 
closer to the DCAPM estimaie than lo GC.\PM estimate (%DCAPM Closer). Hie numbers in parenthesis 
are conesponding f-stan.stici. 

Year 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
\9n 
1993 
1994 
1995 
1996 
1997 
1998 

Avg, 

Ex 
#FJrins Ante 

285 
300 
3i4 
320 
327 
335 
352 
357 
363 
370 
374 
375 
370 
379 
383 
3 SB 

349 

•"Sienilicarl at 
** Sign ifi i;ant al 

0,066 
0,053 
0.057 
0,074 
0,061 
0,064 
0.066 
0.071 
0,075 
0.078 
0.0S2 
0.073 
0.077 
0,078 
0.0112 
0,092 

0.072 

0,883 
0,915 
0.925 
0.985 
1,024 
i,000 
0.982 
0.972 
0976 
0.990 
1.018 
I.03S 
i.Q39 
1.0O8 
1.005 
1.010 

0,986 

llie O.Ul level 
tlic 0,05 level. 

RPD 

0.075 
0.058 
0-062 
0.075 
0.060 
0.064 
0.067 
0,073 
0,077 
0.079 
0.080 
0,070 
0,074 
0,077 
0081 
0,091 

0.073 

Ex-D 

0030 
0.026 
0.026 
0,028 
0,024 
0,024 
0.023 
0.025 
0,027 
0,030 
0,029 
0.025 
0,028 
0,027 
0,029 
0.031 

0.O27 

PKS 

0,864 
0.897 
0^15 
0,S90 
0,941 
0.^69 
0,S90 
0.797 
0,723 
0,723 
0.376 
0.S76 
0.579 
0.604 
0,650 
0,793 

0774 

HPa 

0,077 
0,059 
0.062 
0,084 
0,065 
0,066 
0.073 
O089 
0104 
0.109 
0.142 
0126 
0133 
0.129 
0-127 
0!16 

0,097 

Ex-G 

0,031 
0.027 
0,02s 
0,030 
0,027 
0.O26 
0.025 
0,026 
0.027 
0.028 
0.029 
0.026 
0.031 
0.035 
0.037 
0.035 

0.029 

%DCAPM 
Closer 

0.573(8,4t59)+"'̂ '̂  
0581(9,777)'** 
0.561(7,524)"** 
0,580(9.93])*=+* 
0.6lS(J4,76)*** 
0..^89(11,28)*** 
0.601(13.08)^"* 
0.-531(4.JOS)**==* 
0.482(-2.409)'̂ *' 
0.440(-8.002)*^* 
0,490(-1,299) 
0,515(2,012)-^* 
0.53ii(5.ll8)*^* 
0.632(17.83)*** 
0,616(15.7>)-"=* 
0,575(7.826)*** 

0,556(28.57)*** 

similar results (nol reported here) when we ttse the CRSP Value-Weighted Indes instead of 
the S&P 500 Index for the domestic US market portfolio, 

We make two observations about the magnitudes ofthe market risk premiunti esiimates-
First, the global inarkei risk premium estimates are higher than the local US market risk 
premium estimates. Although this observation may seem counterintuitive, it is a logical 
consequence ofthe fact that the global beta ofthe US market has historically been less than 
one. (See. for example, Karolyi and Slulz, 2003). Our second obscfviition is that market risk 
premium estimates are higher than those reported in studies by Claus and Thomas (2001) 
and Fama and French (2002), bul have a similar magnitude to that observed by Kaplan and 
Ruback (1995) and to the long-term unconditional estimates of Constantinidcs (2002). 
Regardless, these estimates should not bias the results in favor of one CAPM version over 
the other. 

When we examine the percenta.ge analysis reported inTableT, we see that with the exception 
ofthe three consecutive years from 1991 through 1993, in the majority of the cases the ex 
ante risk premium estiinate is closer to the DCAPM estimate than to the GCAPM estimate, 
OveraH. the ex ante estimates are closer to the DCAPM estimate 56% ofthe time. Given the 
large sample, this percentage is significant in a statistical sense. 
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B. Cross-Section Regressions On Systematic Risk 
59 

Tiible II reports the results of thecross-.^^cction regre-ision of the firms;' ej: Mri(^'risk preminni 
estimates on the beta estimates. OveruJI. ihe crosf-seclion regressions provide further 
evidence ihiit tonsislenlly throughout Ihe tiinc period 1983-1998. tbe t«afi(<? estimates have 
il belter fit with those of the DCAPM than with the C C A P M , Table 11 shows that the r-
squaresof ail ofthe regressions are higher when we use the domestic beta as the independynt 
variable than with the global beta. Moreover, the DCAPM regression result'; are consistently 
better aligned with the theory. The regre-'̂ ĵ ion imercepis are closer to zero for ihc DCAPM 
than fur the GCAPM. and the f-stittisiics <m the slope coefficients iue more significant for 
the D C A P M than for the GCAPM. These observation'; appiy to the entire period, to all four 
individuai sub-periods, and to each of Ihe !6 years covered in the study. 

The findings of significant, po.sitive .slope coefficients in each of ihc 16 years' cross-
section regressions appetir lo .strongly confirm ihe basic asset pricing theory prediction that 
expected returns are po.'jitively related to beia risk. We note thai we arc using individual 
stock parameters, not portfolios, and we use no control variable.'^ in the cross-section 
regressions. However, the positive regression intercepts suggest the possible omission of 
risk f3ctor(s) or systematic optimism in the analysts' growth forecasts. Further exploration 
of ihis i,sst]e is beyond the scope of this study and is a topic for future research. 

Together, Tables 1 and II lead us to conclude Ihat using ail three metrics {average absolute 
differences, percentage of cases wiih the better fii. and cros.s-scction regression results), 
the domestic CAPM fits the dispersion of ex unte risk preiiiium eslinnttei better than does 
(he global CAPM, This finding surprised us, in light of the continuing integration of world 
financial markets and international diversification by investors. However, this finding i.s 
consistent with the Cooper and Kaplanis (2000) model of partially segmented global capital 
markets and home bias, 

C. Irtipaci ol Foreign Sales 

Wehypothesi7.e that the global CAPM provides ihe better fit for companies with a relatively 
higher level of foreign sales, or that ;it least we observe a trend toward this relation over 
lime. Table III shows this expectation is not the case. Only in the 1990-1994 period the 
GCAPM is the better fit for the high and medium foreign sales groups, and the DCAPM is the 
better fit for the low and Kero foreign sales groups. However, after 1994, the pattern is 
generally the same for all four foreign sales groups, and (here is no longer a belter fit by the 
GCAPM for firms in the high and medium relative foreign sales groups. 

Looking at all the years together, the average absolute differences between the ex ante 
risk pteimum eitimafes for the individual scocks and those of the two CAPM versions are 
about the same for each foreign sales level group, and the DCAPM estimates are slightly 
closer to the ex ante estimates in all fouf groups. Thus, we conclude that the relative level of 
foreign sales does not indicate when the ex ante expected returns are more closely related to 
tbe GCAPM than the DCAPM, except pos.sibly during limes when the US and global 
ecottomics are not in sync, 

D. Risk Premium Estimates and Dinerences by Industry 

Given die potential for meaf-itremenierroraUhe company level, there are benefits from looking 
a! indnslry aggregates. Table IV breaks down the full-period ri.sk preraioin estimafes by broad 
industry groups. The restiUs weight each firm in the industry equally. We obtain similar results 

http://ri.sk
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Table II. Croas-Section Regressions 

ITic table presents the results of cross-section regressroiis of ex ame risk premioin estimates and 

systematic risk estimates for individual firms. We use ordinary lea.'̂ i squares, wiili ex ame risk premium 

e.^liinate.s as tlic di^pendeiil variublc and tlmi beta againM indicated market portfolk) as independent 

variable. The numbers in parcnilie.'.i'. Jire the corresponding (-iiUiti&tics. 

Y e a r 

1998 

1997 

1996 

1995 

19^4 

1993 

[992 

[99^ 

1990 

1989 

19RB 

19S7 

I9fi(j 

1985 

1984 

1983 

1995-
1998 

l ? 9 l -
1994 

1987-
1990 

1983-
1986 

I9H,1-
I99B 

" • S i g n 

v e r s u s 

I n t e r c e p t 

0.062 
( 3 5 . 0 7 r " ' 

0,059 
(46 ,08) ' ' * * 

0.053 
(43-91)**^ 

0.053 
< 4 5 , 9 9 j " ' ' 

0.1343 
( 3 5 - 7 S ) " ' ' 

0.048 

0.041 
( 2 7 , 7 ^ ) " " 

O.O.^fi 
(22.291**-^ 

0.035 
(SO.OO)'"* 

0.&39 
(25.591** ' -

0.0.39 
( 2 4 , i ? ] " * * 

0.0 :!7 
( 2 3 . 0 5 ) " * 

0.057 
( 4 2 . J J 3 ) * * * 

0.04-5 

0.1)45 
( 3 8 , 7 9 ) ' * * 

0-05 ;i 
(45 .y3)* - - ' 

0.058 

0-042 
( 6 L 5 5 t * " ' 

0-038 
(46.RS)-*** 

0.049 
(79 ,50 ) * * * 

0.049 
(138.641*** 

D o m e s t i c B e t a 

S l o p e R -Sq 

0.025 
[13 .73J ' ' * * 

0.020 
(15-4 .5) * ' " 

n.023 
(E9 .79 ) * * * 

0.020 
(20 .74- ) * ' * 

0.026 
(25.S5J-^*' 

0U2S 

11.027 
( 2 0 . 5 7 ) " * 

0.031 
( 2 ! . 9 9 ) - * * 

0 033 

< 2 0 - S 6 r " ' 

0.025 
( l 7 - 3 7 > ' " ' * 

0.023 
<]5,60) '*=* 

0.024 
f l 6 . 9 0 > ' » ' 

oon 

0 0 1 2 
C l S . O f i ) " " 

O.OOJi 
(7 27)-*** 

t),01l 

0,020 
( 3 2 6 1 ) ' " -

O.C)2S 
(4A.-14)*^ 

0.016 
( 3 5 . 0 9 ) * * * 

0.013 
{22,82)* - ' * 

0,020 
( 6 4 , 2 7 ) ' * * 

HtHrit ai the 0.01 ievcl. 

O.065 

0.050 

O.07? 

ti-OgS 

0.129 

0,1 2 t 

0.1187 

0.1(30 

0.092 

0.070 

0-05 7 

O.Of.K 

0,050 

0-0 J 7 

rt.0!.5 

0.030 

0.061 

0.1 OS 

0 070 

0.034 

0,0.59 

V e r s 

I n t e r c e p t 

0,065 
(38,39)-^*" 

0,067 
(62.R9)** ' ' 

0.063 

0 059 
(57 .29} * ' - ' 

0.0,1 
(40 ,52 ) * * * 

0.056 
( 4 4 , 7 9 ) ' * * 

0-042 

( 2 8 , 7 7 ) ' * ' 

0.043 
( 2 7 , 0 5 ! * * -

0,047 
,2S,44.)tt^t 

0,045 
( 3 5 . 3 2 ) * ' ' 

0.D4S 
(31 .3J ) * ^ " 

0.04fl 
t32.7-'^)*** 

0,065 
(49,90)**-^ 

0.051 
<45.47)*^ ' ' 

0.05 
<41, I5>* ' ' * 

n.0,'57 
(5(1.04)*" f 

0 , 0 « 
C! I3.7(S)***' 

0,054 
t 8 2 , 2 9 ) ' ' ' " 

0.051 
(6K,49)^f-" 

0-057 
(92..IS)'*-* 

0,0<'.5 
(21.5,79)+*' 

US G l o b a l B e t a 

S l o p d 

0.025 
{ 1 2 . 4 5 ) ' * ^ 

0.026 
Ci0 .99)»** 

0.02 1 
(14 .87 ) * * * 

0,027 
( 1 7 , 0 4 ) ' * * 

0.037 
a s 6 9 ) " " 

0,0-'^9 
(IS 9 9 ) * * * 

0.037 
(20.3S)'"^« 

0-034 
( t 7 . 6 l j * ' ' * 

0.026 

0,017 
(11 -97 ) * * * 

0.016 
(1 1.29)"='* 

0.016 
{10 .88** * 

0,0) 1 
(J^,33)' '«" 

0,007 
( 6 , 9 6 ) * * ' 

0.003 
( 2 , 6 7 ) * * * 

0,007 
! l ) ,87)* ' ** 

0,023 
(29 .25 ) " ^ * 

0,027 
( 2 9 . 9 3 ) * * * 

0.016 
( 2 1 . 3 1 ) " " 

11.006 
( 1 0 . 2 7 ) * * " 

0.006 
( I S . X I ) " " ' 

R-Sq 

0.054 

0,020 

0.046 

0.061 

0,072 

0.074 

0.0S6 

U,0&7 

0,044 

0.038 

0.031 

0 029 

0.018 

0 0 1 3 

0.002 

0,0)4 

(1.050 

0.048 

C,027 

0.007 

0,00.': 

# O t j s 

2718 

4590 

4544 

4439 

4503 

44S9 

44.37 

43 57 

4287 

4222 

4015 

.3929 

3S35 

3770 

3fi05 

3414 

16,291 

17.7;?6 

16.453 

14/924 

65,1,54 

Harris, Mar&lo 

The table dis 

individual tin 

forelgn-to-lott 

reiipeclively, '. 

estimates and 

estimates; and 

ckyfiST to the r 

arecorrespom 

Yaar 

i9S3 

19S4 

1985 

me 
1987 

I9SS 

1989 

1990 

1991 

1992 

1993 

1994 

1995 

1996 

1997 

1998 

A verajje 

Year 

19^13' 

)9fi4 

E9R5 

i9f!fi 

iyn7 

I9«R 

19S9 

1990 

1991 

1902 

IW3 

h)94 

lyo.-̂  

v>% 

1997 

A vet.ige 
•'•• .Sit:iiii"k'iinl 

'''•Sienirn;uni 
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n C'ciimiHeK and 

He tisV. p r t i i i i im t 
;LS 

54 

](•) 

16 

l l 

2 

A 

6 

7 

I 

i 

indcpciideiii 

#Obs 

27li< 

4590 

4544 

4439 

4503 

4489 

4437 

4.357 

43 S7 

4222 

4015 

3929 

3835 

3770 

3605 

3414. 

16,291 

17,786 

16,453 

14,624 

65.154 

Tl ri'^flff-jx-nr^^flw^i^^T-

Hams, Marston, Mishia, & O'Rfien • Ex Ante Cost ul Equily estimates Ot SfiP 500 Rrms 

Table Ilk Impact of Foreign Sales 
6t 

The liibk- dispUys (hi; results o f i>Ljr uiuilysis ol ihe av<;iit(iL- absolute risk (irfciniutn dilTefenCCs for 
i iKliv((li i: i l (irnis An Ibiir j.;i£iii|)s,. sorted by Oiu ral i i i ( i | timMgn ^aU-s It: mi i i i sylcs. T l ic i ivtr ' jgc ratio ut 
l-yivigi i- l t i- ioi i i ! Silk's lor lln_- H IGH (A1i-,DIL)M. L O W ) PmeiuiJi Siilei. Group is 53% [2J?'%, 7%), 
ie.iiK:cuvol)', riiLL'h p'lHtp s lums l i i ie i ' Lahimn>, ibc .iveiiljie ybsoll t i i ! c l l l l t re i icc i between Ilie ex ante 
t'Miiii i i lcs iind lliDse o f i h r D C A P M (f-;r-IJ), tin: ;)V(;ri<g+i l l lwol t i l f (lifTcrcnL-es helwcen (he vx at i lc 
ysiim;iKis miJ llnl^ii^ i>j ll ic ( . iCAPM (Lv - ( i ) . i inJ tlie pL^iveiitiii;e n f cuses in wl i ich die ex ctme cstimntc is 
cliisi:i lo lln; D C A P M csliniLik' l l i : i i i to G C A P M ej;iijiiLilt; i % n C M > M C'lnsL-i)- The nunibijrs in ptirenllicsi.s 
;i!C u(jrLeN|ii)iidin).!. r-stiiiisiies. 

Y e a r 

lyK.^ 

19ii4 

iyK5 
I9K6 

198? 
iy«B 

1989 

l yw ) 

1991 
19^2 

1993 
1994 

1995 
1996 

1997 
1998 

Average 

Y e a r 

1983 

1984 

19?.'' 
1986 
191^? 

198g 

1989 

1990 

1991 

1992 

1993 
1994 

1995 

1996 

1997 

t99S 
Average 

Ex-D 

0,025 
0.021 

0.021 
0.U23 

0(»2I 

0.023 
0,023 

0.024 

(1.031 
0,029 

0,02K 
0,024 

0,027 

(1,022 

0.025 
0,02fi 

,0.025 

~Ex-6 
0,036 
0.029 
0028 
0.032 
0,027 
0,025 
0,02fe 
0,027 
0.025 
0,029 
0.030 
0.025 
0.026 
0,02fi 
0,027 
0030 
0.fl2i^ 

High Fore 

0,02'J 
i),()24 
0 023 
0,026 
O022 
0.024 
0.t)2'£ 
0,024 
0.030 
0.026 
0.024 
0,020 
0,02K 
0,032 
0.037 
0.034 
0.027 

ign Sales 

%DCAPM Closer 

0,7U7(y.76)^-** 
0 723(.10-69)=** î' 
0,571(3-14)*^* 
0,613{.5.14)^'''* 
0.605(4.75 )^=** 
0,561(2-76)'"'^* 
0..57U33U)^"-'^ 
0.476{-l-t21 
0,443(-2-71)'=^''^ 
0.353(-7.3H)̂ i==̂ î--
0.4()5(-4.74)^''''i^ 
0.409(-4.55)"^'" 
0.464(-l-79)-f' 
0.664(S.50)-i->'̂  
0.654(8-.')7)'-'=*' 
0.627(5.28)^^^«••^ 

0.546(8-55)'i'*''^ 
Low Foreign Sales 

Ejf-G %DCAPM Closer 

0.036 
002S 
0.030 
O.032 
0-027 
0,026 
0,027 
0.028 
0.027 
0,030 
0,031 
0.024 
0.027 
0,027 
0,031 
0.032 
0.029 

0.499(-0-04) 

0.530(1-27) 

0 ,639(6.31)^** 
0,532(1.41) 

0.579(3.59)' '* '^ 
0,511(0.49) 

0,579(3.«2)««« 

0,559(2.80)*='* 

0,.533(f.59) 

0,526(1.24) 
0„542(2.04)*='^ 
0,503(0,17) 

0,506(0.39) 

0,5.H(2.fi6)*^^' 

0-557(2-H0)**''^ 
0.512(0.49) 

0.54i(7-67)-**"^ 

EX'O 

0.O29 
0 027 

0,027 

0.02ii 
0.027 
0.027 

0.026 
0.02t5 
0.028 

0,029 
0,032 
0.027 

0.026 

0,025 
0.025 

0.029 
__.,0,(32S 

Ex-D 

0,027 
0.025 
0,029 
0.028 
0.026 
0.024 
0,022 
0.026 
0,026 
0.O26 
0,026 
0.024 
0 031 
0.033 
0.034 
0.033 
0.027 

Medium Fc 

Ex-Q 

0-031 
0.02S 
0.02? 
0-029 
0.029 
0-028 
0.02!^ 
0,027 
0.02 î  
0.029 
0.030 
0.024 
0.029 
0.040 
0-047 
0.041 
0.03 i 

Jreign Sates 

%DCAPM Closer 

0.585(3-73)+** 
0,620(5.36)*'» 
0.513(0,58) 
0.517(0,72) 
0.574(3,47)+** 
0.560{2.84)*'* 
0,555(2.65)'^-^^ 
0,519(O.S9) 
0.549(2.33)+' 
0,4}(7(-0.62) 
0.525(L22) 
0.499(-0.04) 
0.544(2.0,58)'^* 
G.702C;0.42)''-*='' 
0,788(16.91)"*=* 
0.749(n.44)**^|-
0,.57SC34,51)"̂ -̂* 

Zero Foreign Sales 

Ex-Q 

0.029 
0.026 
0.031 
0.032 
0.031 
0.02? 
0.024 
0.027 
0.025 
0.025 
0.032 
0.029 
0.036 
0.040 
0-03 H 
0.033 
0.0.30 

%DCAPM Closer 

0.518(0,88) 
0-54(2-01)** 
0.585(4.48)**' 
0.649(8-11)*-** 
0.682(10,27)*** 
0-611(6.01)* "̂ ^ 
0.579(4,19)*** 
0.482(-0,97) 
0.414(-4,66)*** 
0.484(-0,85) 
"0.551(2,80)*" 
0-57(3.92)«** 
0.634(7.55)**+ 
0.6n(6,193*** 
0.534(1.89)-* 
0.52&(L22) 
0..56l(i2.99)«** 

'••^'-Significant ;1[ ihc O.OI leuel_ 
**.5ignifii;anl iiC ilw 0.0.5 Icvd-
*Signinca[H al th? O.lO level. 
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Table IV, Risk Premium Estimates and Differences by Industry 

The tabic shows ihe breakdown yf tbe full-period risk premium estiinaies by broad industry groups. Tile 
reported resullf: weight eiich t'ifiii in tiie hidu.'ilry' aqually. ColujiuiH two to nine, i-especdvt>ly, yhow the 
total iiumlwr observaimns (#Obs), the aveiagc CA- wj/i risk premia {Ex Ame), the average dfJmeslic beta 
li.'jtjmates (PJD), î c Jiveiage glohal bet.i e.siimfni;̂  (pjc), the nverage DCAPM industry ri^k premiurr 
csiimaie (RPi>), the average GCAPM iiidiiMry ri^k preiiiium e^Umale (RPQ). the average absolute 
differences between the ex aiue cslinialef; and those ot the DCAPM (Ex-V), and the average absolute 
diffcrertCts between ihc ft anit- esdmates and those of ihc CK!APM (£J -G) . and the pcrcentsige of cases 
in which the ex ants estimate i.̂  closer lo (he DCAPM estimate than to GCAPM estimate (%DCAPM 
Closer). The niimbcr^ in parenthesis arc the corresponding f-slatistics. Row.'; in italics indicate Ex-F) 
lower than &-D. 

Indust ry 

Aero 
Autos 
Banks 
Beer 
BIdMl 
Books 
Boxes 
BiJsSv 
Cheni.'i 
Ciiips 
CKh.s 
C i u t r 

Comps 

rinig.s 
E lcEq 
E n t r g y 
Fin 
food 
Fun 
Gold 
Hiih 
HsUItt 

ItiStir 
l .5bEq 
Mach 

Meal s 
M e d R q 

Paper 
Pe rSv 
Retuil 
Rubber 

Ships 
Stce 
Telcm 

Toys 
Trans 
Txtis 
util 
WhIJ _ 

# O b s 

738 
1546 
4004 
1264 
1298 
1291 
626 

1374 
2451 
1414 
'162 
9&9 

J2SI 
209S 
)246 
3487 
657 

238^ 
183 
588 
4.'i2 

2368 
49'»2 
f280 
2rt/!.? 

561 
I3.)4 
2969 

453 
4.1S0 

524 
187 

15)0 
i 553 
447 

16.51 
374 

(3189 

1582 

Ex A n t e 

6.63 

5.29 
7.16 

6.60 
6.«4 
7.64 

8.39 
S.15 
6.49 

8.11 
7.74 

7.70 
9.42 
8.2^ 
6.89 
6.29 
8.38 
7.CJ2 

9.98 

4,59 
10.4 
6,77 
7.46 

7.31 
7,.f2 

7,98 
K,H0 
6.14 

y , i 2 
9 .27 

7 0 6 
f.9.S 

4.96 
6.12 
7.47 
5.70 
6-52 
4.15 
8,29 

^'"^Sigtiificanj M :ht, D.lll level. 
**Significant jl ihe 0.05 level 

'Sigtiit'icani at ihe 0.1(1 level. 

Pio 

1.15 
1.15 
I.2I 
0.S7 
S.27 
1.07 
1.04 
1-07 
1.16 
1.28 
1,37 
/.54 
/ . / 9 
0.99 
1.08 
0.88 
1.76 
0.S6 
1-19 
O.S 7 
!,29 
!.02 
i.o.t 
t.JO 
1.20 
!.06 
i.03 
1.13 
0,95 
!.!2 
1.22 
0,9.'i 

i.n 
01^3 
1.24 
1,14 
0 9 5 
0.57 
0-92 

0.90 
0,89 
0.85 
0.69 
1.0! 
0.80 
0,85 
0,82 
094 
0.96 
0.93 

i.rs 
0 9 0 
0.7S 
0.89 
0.87 
1.13 
0 .65 

0.95 

0.85 
1.05 
0.77 

0.72 
0.92 
f),9,S 

0,7") 
0.77 

0.89 
0,76 
0.76 

0,X8 
Q.bS 

0.97 

0.61 
0 .93 

0.87 
0.74 
048 
0.75 

R P D 

7.86 
7,^4 
8.58 
6.07 
8.74 
7.37 
7.15 
7.49 
l . ' i t 
8,93 
9.6V 
10.6H 

8-31 
fi.9l 
7-46 
5.99 
I2,S7 

5 .99 
S.25 
3.76 
8.99 
7,10 
7,23 
7,48 
AJ^ 
1.35 
7.18 
7,79 
6.61 
7.74 
8.55 
6..39 
7,76 
5,91 
ti.70 
7,90 
6.50 
3.95 
6.41 

B P G 

7-9? 
7-69 
7.96 
6.25 
8.5! 
fi.M 

7.27 
7.24 
8,!4 
«.53 
8,74 

to.^s 
8.09 

7,09 
7 63 
7.63 
11.89 
5.77 
8.40 

7.48 

9,83 
6.92 
6.45 
7.92 

S M 
7.18 
6.«6 

7.59 

6 ,95 
6.6.'> 
8.!4 
4.75 
S.IJi 
6,08 
«54 
7.67 
6.53 
4.,38 
6.77 

Ex-0 

0.031 
0.033 
0.027 
0.024 
0.026 
0.021 
0.027 
0.023 
0.024 
0.026 
0-030 
0.046 
0.032 
0.023 
O.OI 7 
O.032 
0.056 
0.0/9 
0,(»20 
0.050 

0,026 
0.021 
0 .024 

0,020 
0.027 

0.024 
0.029 
0.024 

O 0 2 8 
Q.031 
0 .025 

0.046 

0.041 

0.020 
f).«2« 

0.029 
0.022 

0.017 

0-028 

EX'G 

0.033 
0.037 
0.026 
0-02 S 
0-029 
0.023 
0.029 
O02S 
0026 
0.028 
0.030 
0.039 
0.O37 
0.023 
0.019 
0.035 
0.053 
0.02.S 

0-0 iS 
0.051 
0 ,024 
0,022 
0 .024 

0 .020 
0.032 
0.028 

0,032 

0.025 
0 ,028 
0 .038 
0 .027 

0,04 f 

0.O44 
0.O23 

O.I)3-i 

0.031 
0.024 
(5,019 
0,025 

%DCAPM Close 

0.52(0,96 J 
0,54(3,52)*"'* 
0-4V(-0,82} 
0.64(10.25)**"^ 
0.64(10,84)*»* 
0.52(1.48) 
0.52( 1.04) 
0,60(7,77}*^* 
057(7.50)*** 
0.57(5.70)**^ 
0.47f-L44) 
0.39(-7.J4)*'*'' 
(?.5,if2,27>'" 
0.50(0.00) 
0.55(3.65)*'^* 
0.57(8.12)**"' 

0.49(-0.74) 
0.69(20.7 !)*••'*' 
0 .33(-4.78)*** 
0,61(3.50)**+ 

0.49(-0,48) 
0 - 5 K l , ] l ) 
0 ,5U! ,95>» 

0.48(-! .40) 
0 .57(7 .75)*^" 

0.6--l(6.53)**'^ 
0.S2SI.70-)* 

ll.J9[9.48)*'"-^ 
0.58(3-2ft)*** 

0.(;2( 16.24 )""*• 
0,5S(2.19)*» 
0.27(-6.98)'"""*' 
0.61(8.92)*** 
0-56(4.42)^"* 
fArt9(«.6Jl*** 
0.50(0.37) 
0.58f3.l4)'«* 
0.57(10-791"-' 
0.45(-4.40)+*' 

Harris, Marsion, 
with value wei 
Weighted Iiide 

Since che D' 
many industrii 
Banks. Con.>il 
Computers. Fi 
overiitl fit witi 

E. Further A: 

Table V rep 
estimates for i 
und French (i 
which only ha 

The most str 
an r-square of 
Tbe Fama-Fre 
estimates in e: 
span is differ^ 
than five year 
Trea.>;iJry bill ( 
bond used in 
industry estirr 

The r-squart 
industry risk pi 
of 0.24). Thus 
Fynia-French! 
is con!(istent v 
(2003). The rc: 
close to tho.se 

Gebhardt et, 
income mcidel 
free security." 
Inweorrelalion 
Slid 3-Factor f 

IV. Conclu 

We compare 
growth forcca: 
global CAPM 
henchiitark Toi 
CRSPVaiue-V 
C/\PM.Oiir.Sii 
thedoineslicC 
overall itnd lor 
notrtjnd in thi; 
relatively .sina 

http://tho.se
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ustry 

iiiMi-y Sriiiips ThL 

ETLlively, >;h[j>A' tli;j 

a^e [l«itl(.'.siit bei:: 
sliy risti prfiniun: 
:iveriii;e iih^ciluK^ 
^VL'iNjji: iibsalm..-

Jreenliage <»( t a s o 
irnale (•;fl>CAPM 
iL-̂  inJiciKt; I'ji-G 

DCAPM Close r 

0,52<0,yfi) 
0,54(3.523^-^^ 
O.4y(-0.S2) 
0-64{J(),25j*** 
0.64{U).M)'*** 
0.52(l.4Kj 
0.52(1.04) 
0.6O(7,77)*:*« 
0.57(7.50)*** 
•.57(S.70)"-* 
147 (.1.44) 
3.i^f.7,/<?)'** 
0.53(2.27 i ' " 
J.50(O.00) 
)..55(3,65)*^^ 
).57(R,12)«""' 
).49t-0.74) 
>.<S9(2(J,7/j*** 
1.33f-4.78)'̂ *='-
1.61(5.50)'^** 
'.49(-0.48) 
'.51(1.11) 
.51(1.95)* 
-48(.|.40) 
.57('7,75J*** 
63(6,53)*'=* 

.52(1.70)* 

.59(9.48)*** 
58(3.28)*** 

55(2.!9)*" 
27(-6.98>**+ 
61(8.92)*** 
56(4.42)*** 
69(8.6.?}'""^ 
50(0.37) 
5S(3.!4)**-' 
57(10.79)*** 
^5(-4,40)'**+ 

Harris, Marston, Mishra. & O'Brien • (:>( Ar)l0 Cost ol Equily Estmatea ol SSP 500_Firms _ J 3 

with viilue weighting. Also. Ihe f)CAPM iiiduKtry risk premiurn tsiimiJles with thcCKSP Value-
VVciĵ liied Index iirc vei'y clo.si- io lln̂  i.'̂ stiiiKiies wu report lor the S&P 500 Index, 

Since Iho !9CAPM prnvidcs ihti heUcr nvciall ftl, tbe DCAPM will hiwe thi? better fit for 
many itidd^lriv'^-. ThL-(JC'APM provides a ,slightly belter ("Jt for a few ofthe indiiMry groups. 
fi:iiiks, ConsittiLlion, Finance, Ijeallh. and Wholesale. For industry groups such as 
Coiiipulers, Food, MLichinc>, Retail, and Toys, ihe DCAPM provides a sigiiificanllj better 
uverall fii wilh the ex emit' C'illi-riiiieK than docs the GCAPM, 

E. Further Analysis ol industry Risk Premium Estimates 

Table V reports the re îLlks of cross-neclion regressions Lising tht: industry risk premiuiTi 
estimates for ihe period 1983-19%, and esliniates oblaii^ed frsini oiher appvoaehes bv Famii 
and French (1097) and GebhardI el ill. (2(K)1 K Wc exc5uded the Ships and I'lm indystiie;;. 
which only had one firm teii;:h in our suniph'. 

The n-ioHt striking result in Table V is thai the ex unte indu.slry risk premium estimates have 
an r-square of 31.6% (a conctaliun ol about 0._'i6) with the Fama-French DCAPM estimates. 
Tlifi haniEi-Fredch DCAPM indttsby csUmaies evt-n outperform ottr own DCAPM indirstry 
tistimatew in expiaiiiing our ex unit industry estimates, even though the Fuma-Frcneh time 
span IK dirfereot, 1963-1994- Perhaps the cxplaniilion has to do with investors using more 
than five years of realized return.s as the ba^i.s for cxpect.iuon.s, or viewing tlie one-monili 
Trciisury hill {used by Fama and Frericll) as the risk-free sfCLirily instead of the 20-year T-
bond used in rhi.'i study. Both of the DCAPM industry estimates outperform the GCAPM 
industry estimiiies. 

The r-.scjjiire ofthe t-v unte indij:-;rry risk premium estimate:, and the Fama-Prench (1997) 
industry risk prcmiuill estimates for ihc 3-Faclor Mode! is only 5-79% {a correlation coofficsenl 
of 0,24)- Thi!,s. the ex ante industry rî l< premium estimalt^s have a much better fit with the 
Fama-French DCAPM industry estimates than withthofie ofthe 3-Factor Model, This finding 
i-s consistent with similar findings reported by Kaplan and Rubaek (1995) and Brav et ai. 
(2003), Tl-ie results with the CRSP Vatue-Weighli^d Index i s the DCAPM benchmark arc very 
close to ihose reported with the S&P .^00 Indes. 

Oebhardt ei al- (2001) determined Iheir exante risk premium estimates by using the residual 
income model from Ihe full period 1979-l99.'5, wilh the len-ycar T-bond serving as the risk-
free security. The Gebhardt-l.ee-Swajniiialhaii mdii.>;fry risk premium estimates have a very 
low tonelation with our DCAPM and GCAPM estimates, wilh the Faiaa-Freiich(l997) DCAPM 
and 3-Factor Model estimates, and with our ex ante indu&try eslimatet. 

IV. Conclusion 

We compare exante expected return estimates, which are implicit in share prices, analysts' 
growth forecasts, and the dividend growth model, with expected return e.?timates from th<: 
global CAPM and the domestic (US) CAPM. Wc. use the MSCI World Index as the market 
benchmark for computing betas for the global CAPM. and bolh the StfeP 500 Index and tbe 
CRSP Value Weighted Index as the market beiichinark: for computing hctas for (he domestic 
CAI'M. Our sample compfises S&P 500 companie.'^ over die period 1983-1998. We find that 
the d(-)mestic CAPM has a better fit wilh the di.spersion of ex ante expected return estimates, 
overall and for all ftiibsainples, based on the ratio of foreign sales to total sales. Wc observe 
no trend in ihis til over time. While the domestic model provides a better fit of our data, the 
relatively .^mall empirical difference between the models suggests that for estimating the 
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Table V. Cross-Section Regressions with Industry Risk Premium Estimates 

Panel A di.̂ ptay.s i.hc results of cio^s-scction regressions. We use cur iiiduKii-y ex anii risk premium 
estiinaics; for the period 1583-1^98 compared in industry aver;ige risk premium csiiniutcs frojii the 
DCAi'M, ilic nCAPM, and euiniates rcpcirtetl m Faiiia ain;! French (1W7) and Gebhfirdt, Lee. *i]id 
Swaminathan (2001), Piuiel B fthow.'; the results ul cros.s-scctioii reBression.s using ihc Gebhardt, Lee, jnd 
Swaminaihiin (2001) ex ante risk preniiutn estimates (from tlie residual income model for the overall Time 
period 1919-1995} compared fo indusiry average risk premium estimates from the DCAPM, the 
GCAPM, and estimates reported in Fama nnd French (1997), The numbers tn parenthesis .ire l!>e 
corresponding r-.slatihtics. 

Panel A. Dependent Variable.- Ex Ante Industry Risk Premium Eultnate 

Intereept Slope R- Square 
Industry Risk Preaiium Estimates. 

--Our DCAPM 
-GCAPM 
"Our Fama-French DCAPM 
—Fama-French 3-Faclor 
-Gebhardt-Lee-Swaminath;-in 

4.442(4,5I>*"'' 

4.775(5.7i)*»'-
S.SeK^.SS)**" 
8.2I8(] Lijej*"* 

0.370{2.92)-»*» 

0.32S<1.96)*'' 
0,773(4.02)''" 

-0.154C-I47) 
(1.0O5(0.O4_)'_ 

I9.5S% 

9.99% 
31.60% 

5.79% 

Panel B. Dependent Variab!_e: fndustry Ri.'ik Premium E^tiriaie of Gebltardt-t..e£-_Sxva)ninarhan 
Industry Ri.sk Premium Bstmiiiles: 
--Our DCAPM O.863(0.6i) 0.237(1.38) .1.13% 
-OiirGCAPM 2,287(1.36) 0,050(0,23) 0,15% 
- Fatna-Prench DCAPM 1,303(0.79) 0.240(0,83} 1,93% 
- Fama-Prench 3-Factor 1,;!43(1.56) 0.212(],{i2} 6.97% 

•f*''Sign ifi cant at the 0,01 icvd. 
'"*Signint:arn at the 0.05 Level. 

co.st of equity, the choice between the domestic and global CAPM may not be a material 
Issue for mat^y large US firm,'?. 

The consistently better performance of the domestic CAPM surprises ns. given the 
extensive integration in the world financial markets and arguments for the global CAFM over 
the domestic CAPM, Perhaps the explanation is that US practitioners apply the domestic 
CAPM, as suggested in standard texlbook.s when they should be using the global CAPM, 
An alternative explanation i.i that US practitioners believe a domestic market index is a better 
benchmark for their invesii-ncnt decisions than is a global index. By extending tnir study to 
smaller US companies and to non-US companies, we might be able lo shed more light on this 
question. We leave thi^ pos.sibiJity to future research. 

We also find significanl and consistently positive associations between our ex ante, ri.sk 
premium and beta estimates. 7-̂ hese findings are consistent wilh the reports in a number of 
other studies that use ex ante return eiiimatcS-B 

References 

A^mon, T, and D,R. Lessard, 1977, '•Investor Recognition of Corporate Internalbniil Diver-iiification, 
Journal of Finance 32, 1049-lO.i^. 

Harris, Marston. Mi; 

Black. P., 199.3."!^ 

Brav, A., R. Leha-
University i>f M 

Biuncr. R.F,. K.M. 
Capital; Survey 

Campbell, J.Y,.i9i; 

Christophe, S.E.ai)' 
Journal of Inves 

Claus, J. and J. Tlic 
Forecasts for Dc 

Consianiinides, G^ 

Cooper, LA. and E. 
Capital Eudgeti] 

Dicrmcict, J. and B 

DoidEe,C.,J.M, G 
University Wort 

Elton, E.J.. 1999,' 
1199-1220. 

Fama, E,F, and K.R 

Fama, E.F. and K.f 

Faicmi, A.M., 1984 
39. 1325-1344. 

Gcbliardl. W.R,. C 
Accounting Re.vi 

Code, D.K, and P. 
Reviewof A ccoi 

Oorclon, J.R, and > 
Journal 53, 52-( 

Graham, J.R- and C 
F\eW Journal • 

Graucr, F.L,A.,R.H 
Capital Markel 

Griffin, J.M., 2002 
Studie.s]5.m-

Hafris,R.S.aiidF.C 
Financial Manti 

Harris, K.S. and RC 
Forecasts," yrjwf 

Harvey, CR., 199! 

Htighcs,J.S.,aE,L 
Measures of Rist 

http://ri.sk


DOD-IR-37 
DOCKET NO. 2008-0083 
ATTACHMENT 3 
PAGE 15 OF 16 

imeni • Avmm '2003 

im Estimates 

tiniv risk prciMHim 

t-^linjaits l id in ilm 

fj(,;hhi((dl, \A:V. IIIKI 

' Gcl)h[Lr-di, I.CC, ;IIKI 

1 loi- ihi; ovcTLill [i[iit 
llif IK'Al'M. (la-
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On the Use of Modern Port fol io Theory 
in Public Uti l i ty Rate Cases: Comment 

Stewart C. Myers 

Stewart C. Myers is Professor of Finance at the Shan School of 
Management, Massachusetts Institute of Technology. He 
acknowledges with thanks the helpful comments of Gerald Pogue. 

• Sometimes procrastination helps. In this instance 
it allowed me to read drafts of most ofthe other com
ments on the Brigham-Crum article [1] before writing 
my own. The others cover most ofthe speciiic issues I 
would have addressed had I started from scratch. 
Thus relieved, 1 will restrict myself to five general 
points that express my view of the proper role of 
modern portfolio theory in rate of return r^ulation. 

1. Do not reward witnesses who bury assumptions 
in judgment. 

My first appearance as an expert witness was on 
behalf of the Federal Power Commission staff in 1969. 
I estimated the cost of equity capital for Texas 
Eastern Transmission Company, a gas pipeline, based 
on a model of the Hrm's stock price. During cross-
examination, the company's lawyer confronted me 
with a list of 21 distinct assumptions that I had made 
in my direct testimony. I defended all of them as 
reasonable, but I had to admit that some of the 
assumptions were not literally true and that others 
were only "probably" or "approximately" correct. 

Then the lawyer gave a little speech about the 21 
assumptions, arguing that, since they could not all be 

* 1978 Financial Management Association *6 

correct, my estimate of the cost of equity capital was 
worthless. 

As usual, I thought of the perfect comeback too 
late. I should have said; "Think of your witnesses. 
They only made one assumption. They assumed the 
answer!" 

Any competent witness who uses capita! market 
data to estimate the cost of capital is forced to reveal 
his or her assumptions. This creates targets of oppor
tunity for opposing lawyers or rebuttal witnesses. 
Anyone who uses the Capital Asset Pricing Model 
(CAPM) ia particularly vulnerable because that model 
has been the focus of so much theoretical and em
pirical work. 

The CAPM's problems are well known. Who 
knows what secrets lurk in less formal and allegedly 
more realistic approaches? 

2. Use simple models. 
The best estimates ofthe opportunity cost of capital 

are still liable to measurement error. The errors come 
from noise in rates of return on common stocks, and 
from the difficulty of inferring investors' expectations 
from historical data. (The so-called comparable earn-
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ings method, which does not rely on capital market 
data, encounters equally severe measurement 
problems. The method is also logically unsound. See 
Myers f3], esp. pp. 61-63.) 

The likelihood of measurement error is why honest 
estimates of the cost of equity capital are normally 
given in whole percentage points — occasionally 
tenths of a percent, but never hundredths. That is also 
why economists usually stick to relatively simple 
models. Many refinements, although they look as if 
they might capture more of reality, just lead to 
arguments over insignificant digits. 

I believe this is why the so-called DCF mode! is so 
widely used In rate cases.' The model assumes that in
vestors forecast a perpetual and steady growth of 
dividends. I doubt that investors have that simple a 
view of the future. The model nevertheless seems to 
give reasonable answers, at least for the traditional 
public utilities in telecommunications, electric power, 
gas pipelines, etc. Evidently firms in these industries 
move slowly enough, yet at the same time have enough 
financiai momentum, for the DCF model to work. 

Those who use beta as a risk measure do so because 
it is simple, objective, makes common sense, and is 
consistent with modern portfolio theory. They cannot 
say that the theory is the whole truth. They avoid fan
cier measures of risk, not out of laziness but because 
they try to stick to a simple measure whose properties 
are well understood. 

3. Use more than one model when you can. 
Because estimating the opportunity cost of capital is 

difficult, only a fool throws away useful information. 
That means that you should not use any one model or 
measure mechanically and exclusively. Beta is helpful 
as one tool in a kit, to be used In parallel with DCF 
models or other techniques for interpreting capital 
market data. 

4, Modern portfolio theory is more than the 
CAPM. 

The usefulness of beta as a measure of security risk 
does not depend on the strict validity of the CAPM. 
The measure can be based on the following logic. 

1. Portfolio risk can be measured by Op, the stan
dard deviation of portfolio return. 

2. The risk of any security is its marginal contribu
tion to Op. For security j , the marginal contribu
tion is proportional to ojp or to 0}p, j's beta with 
respect to portfolio p. 

'The model states that stock price equals D„ next year's dividend, 
capitalized al k-g, the diffwencc between the opportunity cost or 
equity capital and Ihe growth trend of dividends. Thus k can be es
timated at dividend yield plus growik k = D,/P H- g. 

3. Of course 0jp is different for each possible com
bination of portfolio and security. But the 
returns on any well-diversified portfolio are 
highly correlated with returns on the market 
portfolio. The bulk of capital invested in 
securities is invested via diversified portfolios. 
Thus wc take the market (portfolio M) as a 
"standard" portfolio to proxy for investors' ac
tual portfolios, and / 3 , ^ crj„/<FM' to proxy for 

The CAPM goes further. It says that /3j is a com
plete and sufficient risk measure, that the expected 
risk premium demanded by investors Is zero when ffj is 
zero, and that this risk premium is linearly related to 
/3j. Roil shows how difilcult these statements are to 
prove or disprove [5]. Therefore, the CAPM remains 
controversial. The general, qualitative tenets of 
modern portfolio theory are more widely accepted. 

S. Beta is most useful for qualitative risk com
parisons; the CAPM is also useful. 

There is an unfortunate tendency to refer to any use 
of beta as "an application of the CAPM," Actually, 
one can get a good deal of mileage out of modern port
folio theory without ever using the CAPM formula for 
cost of equity capital estimates. 

My testimony in two cases before the FCC il
lustrates this point [4,6]. In the 1971 AT&T case, beta 
was used to confirm I) that AT&T stock was less 
risky than the markel portfolio or a sample of large 
industrial companies, and 2) that AT&T's stock was 
just about as risky as a sample of electric utilities. The 
cost of equity capital estimates were obtained 
primarily from DCF models applied to AT&T and to 
the utility and industrial samples. 

In the Comsat case, Gerald Pogue and I argued that 
Comsat common stock was significantly riskier than 
the typical stock in the market portfolio and a fortiori 
riskier than AT&T. Comsat had already requested a 
12% equity rate of return, above the 10.5% the FCC 
had. allowed in the prior AT&T case. The extra return 
had to be justifi&d by showing that Comsat was 
riskier. Pogue and I showed that Comsat's beta was 
more than double AT&Ps and that the difference was 
significant. We did not attempt to translate this 
dilTercnce into a numerical estimate of the cost of 
equity capital. (In both cases, the risk comparisons 
were repeated in terms of standard deviations of stock 
rates of return. The conclusions were unchanged, 
which I think will be the typical result in rate cases.) 

As these examples illustrate, there are many ways 
to use betas that do not depend on the CAPM for
mula. Incidentally, the FCC relied on my approach in 
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their AT&T decision but dismissed the Myers-Pogue 
study with essentially no explanation. 

The CAPM couid have been used to generate cost 
of equity capital estimates for both AT&T and Com
sat. That would have required stronger assumptions, 
although not necessarily unreasonable ones: 

First, we have to accept the CAPM. This is 
naturally controversial. I neverthcle^ believe the 
CAPM is a reasonable theory so long as the numbers 
it generates are not treated as exact or conclusive. It is 
a rule of thumb — something worth leaning on if you 
don't have to lean too hard. 

Second, wc do not know exactly what the expected 
rate of return on the market portfolio is, although re
cent research gives an improved picture of "normal" 
rates of return inthe U.S. economy. (See Holland and 
Myers [2] for evidence on "normal" rates of return 
and also for references to other work in this area.) 

Third, standard errors of beta estimates are large 
for individual securities. For example, Comsat's beta 
was estimated at 1.69 from 6 years of monthly data, 
with a standard error of .30. A confidence interval in
cluding ± 2 standard errors would be 1.09 ^ /? 
< 2.29.' Estimates of industry betas are more ac
curate, providing that it is possible to obtain a sample 
of reasonably similar firms. 

The distinction between industry and firm betas is 
important in rate cases. It is hard to estimate a 
regulated firm's cost of equity capital if data on only 
that firm are available. This is true regardless ofthe 
approach taken. It is necessary to broaden the sample. 

'Yet Comsat's beta was so far above 1,0 or AT&T's beu that Pogue 
and I were able toestablish our point despite the high standard error 
of the estimate. The Comsat case was a rare opportunity because 
there was such a dramatic spread between its risk and AT&T's. 

(See Myers [3], pp. 70-71.) 
Fourth, beta may not be stable. It can be dangerous 

to project it from historical data. However, I believe 
much of the concem about instability is misplaced. 
Assuming a stable beta is usually no worse than 
assuming a constant compound growth rate for future 
earnings-
Conc lus ion 

Risk comparisons are inevitable in rate of retum 
testimony. So far, beta is the only risk measure we 
have that is sensible, objective, and consistent with 
modern portfolio theory. Clearly it should be used 
carefully; but so what? Any application of finance 
theory should be careful. 
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Announcing F A C T S 

T h e Nat ional Information Clearinghouse of 
Financial Applications Using Compute r Techniques and Simulat ions 

FACTS has been established to facilitate the flow of information about computer applications in 
broad areas of finance (managerial, securities, real estate, international, for instance). Its purpose is 
threefold: 1) to provide source information on both academic and business applications; 2) to provide 
listings of recently printed, delivered, or accepted papers or articles; and 3) to generate questions, 
answers, and comments on computer applications in finance. 

FACTS is neither an association nor a journal, but a resource. Ifyou are currently using the com
puter in your finance offerings or in solving your finance problems; if you have an interest in es
tablishing a specific finance application; or, ifyou are simply interested in what others are doing, we 
would like to know about it. For further information about FACTS, write Richard T. Nyerges, Editor, 
FACTS: The Information Clearinghouse, School of Management, The University of Michigan-Flint, 
FUnt, Michigan 48503. (313) 762-3160. 
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9. The RaU of Return 355 

to ratepayers by amortizing the premiums over a reasonable period.*" 
The Cost of Equity CapitaL The most difficult problem in deter-

.'̂ Alining the overall cosl of capital arises in estimating the cost of equity 
'capital. The relevant question is: How much must a utility earn to induce 
[investors to hold and to continue to buy common stock? In answering 
this question, il is important to realize that cirojlar reasoning is in
volved. In the absence of a fixed, expressed, or implied commitment as 
to the dividend rate, the actual cosl of floating a stock issue is indetermi
nate. Investors' decisions are largely based on a utility's expected eam-
mgs and upon their stability, as well as upon altemative uses of invest
ment funds. Yei, since the allowable amount of earnings is the object of 
i rate case, a commission's decision, m lum, will affect investors' 

decisions. 
There are several approaches for estimating the cost of equity 

capital, but two principal ones have evolved in recent years: the "mar
ket-determined" standard and the "comparable eamings" standard. "* 
The former is a market-oriented approach that focuses on investor 
expectations in terms of a utility's eamings, dividends and markel 
prices. The latter is an altemative investment approach that focuses on 
what capital can cam in rarious alternatives with comparable risk. 

The Market-Determined Standard. Tbe market-determined stan
dard relies upon stock mailcet transactions and estimates of investor 
expectations. Three major approaches have been, or are being, em
ployed: e-p ratios (earnings-price ratios), the DCF or Discounted Cash 
Flow Model, and the CAPM or Capital Asset Pricing Model. 

The earnings-price ratio approach holds ihat the cost of equity 
capital to a utility is equal to the ratio of current eamings per share to 
the market price per share. Thus, if a utility's annual eamings are $5 per 
share and the average market price of its common slock for that same 
period is $38. the earnings-price ratio is 13.16 percent. (The ratio must 
be uicrcascd to allow for flotation and underpricing costs involved in the 
issuance of additional stock. An allowance of 10 percent, say. would 

»«Thus Ihe Maine commission pcrmiticd amortization over a 3S-year p^nod; a 
penod equal to Uie fuU life of die repurchased bonds. IU Xfw England Ttteph. tf Trlfg. Co.. 
FC No. 2213 (Me.. 1977), o ™ ^r 

« S « Trebtng and Howard, op. ri/.; Walter A, Morton, "Guides to a Fair Rale or 
Raum," 86 Pubtk Utdities Forlnighttj 17 (I«ly 2, 1970); E^ra Solomon. "Altertiaiive Rate of 
Return Concepts and Their ImpUrations for Utility Regulation." I Bell Journal of E^ommio 
and mr .aem^l Sciener 65 (Spring. 1970); Stewart C. Myers "TTie Appl-caUon of Finance 
Th^ry .0 Public Ulility Rale Cases." 3 ,bid. 58 (Spring. 1972); Myron J. Gordon. The Cosf 
p fcJ t a l U> a Publk Ulitily (East Lansing: MSU Public Utilities Studies. 1974); Foster <^ 
«( Roben L Hagcnnan. "Finance "nieory in Rale Hearings." l f " ^ ' ' " ^ { f l . ' " ' T T ' n l 
(Spring, !976): Robert E. Levy. "Fair Retum on Equity for Public ' J ' ^ | » « - ^ . " ^ " ^ 
e L > ^ a 46 (September. 1978); and J. Rhoads Fbster and Stevan R. Holmberg ( e d ^ . 
£ami7V> RepdatL Under InflalioH (Wishington. D.C: Institute for Study of Regulation. 
I98S). 
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result in an adjusted ratio of 14.62 ^ ^ ' ^ ' - ^ ^ ^ ^ ^ ^ 1 1 1 ^ ^ 
90) TTie method was widely used in the 1950s and eariy 1960s, al 
crouglTthere was glowing recognition of an -<»-^7?^ ; ^ ~ « ^ ^ 
problem: the eamings-price ratio app«>ach .gnores ^ ^ J ^ ' ^ ' ^ ' ' ' 
fors purchase common stock for future growth and «<> ^^ P̂ »* ^^ 
current earnings alone." As a result, a growth factor must be added m 
computing the cost of equity capital 

Finance theory holds that the cost of common equity capital 

is the equity investor^' capitalization rate, or required market rate of 
return, competitively detennined in the capital markets. -<li"««d by ^ 
appropriate allowance for underpricing in connection with sales of addtuonal 
I a r e » induding allowance for maricet pressure and for costs of flotation and 
underwriting. The capitalization rate before the allowance for underpricmg is 
the discount late ,ha. equates all expected dividends m the fiiture pln» the 
market price iha. investors eventually expect to realize to die present market 
price While this is a simple enough concept, it is difficuh to measure s m « 
measurement requires the estimation of die expecUtiom ofthe investor, who 
determine the present market price. Such estimates, of course, involve the 
exercise of informed judgment ." 

T h e discounted cash flow model (DCF) represems an attempt to 
estimate the equity investors ' capitalization ra te . Mathematically, 

d 
k = - + g 

P 

where: k is t h e investor 's capitalization (or discount) rate; 

d is the current dividend p e r share; 
p is the current market price per share; and 
g is the expected rate of gmwth in dividends p e r share. 

;• T i a t 3 : E " i i '^m I n S c ^ p t s as lo Fair Rc.urn and Cos. O ^ o ^ e , ^ ^ 

Common Eqim^ //^-''^^^.^^S *1M . John^R Bickk^^ ^ ^^^^^^^ ..^8^^^^^ p ^ ^ , ^ ^ 

^s;mSoL/:^c&:^FE^^;<^. 
?^^'^rr'Sitr; cScr-^ ' ' . 'X 

and Hr So.d.er„ Belt Trlrldu <d Telrg. U^. 66 PUR 3d ' ^ J ^ ; ^ ^ * ^ ^̂ _^̂ ^̂ _ 
"/H ttir AMtn aj Amrn^n Telrph. td leleg- Co CC I>oCkel «o /^ v ^ f 

No. 2. Ibstimony ol Ir^in Friend (mimeographed. December. 1979), P- 2 (Heremattci 
"Testimony oflrwin Friend.") 
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9»To illustrate, Bsnumc i 

(which is a measure of what a 
lesser 600* valur figure, wilt pro 
and ttie indicated growth. In i 
dividends, and both earnings a 

»*See. e.g., David A. Ko 
Fortntginty 19. 21-26 (Scptcmbi 

»»i%)sier, op.dt, p. 919. 
control, though not beyond th 
sion did possess the power o 
martet prices of utility equili« 
would result in harmful, unec 
simply powerless to assure th 
eamings wilt suOke 10 raainla 
dollar figure." Bonbrighi. ep. 
were to maintain the market p 
"trapsfomicd into a peculiar i-
equity: it can best be describi 
offers neither upside price por 
but whidi does otTcr a diffwr 
by regulation are actually eani 
Statement of Policy." f^ ^ 

Throu^ut the 197 
Sec Thomas G. IVlant. "Mark 
Fortnighlfy 28 (December 4, I! 

"Sec . e.g., ftf Nanagan 



DOD-IR-37 
DOCKET NO. 2008-0083 
ATTACHMENTS 
PAGE 4 OF 5 

J.16 percent drrided:^ 
Os and early 1960s, 
tmderlying theoret 

ores the fact that in^ 
th and not for past 
£actor must be added 

non equity capital ' ' 

or required market rate^ 
markets, adjusted by, 

tion with sales of additipDi)] 
id for costs of floiaiion; 
lowance for undcrpncmgl 
ends in the future plus 
?alize to the present mari 
s diiHcuIt to measure s t n o ^ 
tations ofthe investors v^he^ 
ales, of course, mvolvc the 

•esents an a t tempt tp^ 
.iathematically. 

I (or discount) rate, 
tare; 
?r share; and 
h in dividends per shai 

• ^ ^ 

e-of-Recurn Problem ' ^0 Tu 
techniques Employed lu Det< 

/. 85 (1954); Fre.1 P MomssC 
62 Public Uiiliiies Iwtnighltf, 
Retum and Cost o( Money,'_ 

alios and the Current Cost ' 
"VVhai is Wrong witii Lam 
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9. The Rale of Retum 357 

iius, if the stock of a particular utility pays a $3 dividend, which is 
cted to grow at a rale of 6 percent per year, and if investors are 

ling to pay $38 for the stock, the required return on equity (assuming 
.10 percent allowance for underpricing) is 14.77 percent.^* However, 
pe ofthe DCF model for regtilatory purposes involves bolh theoretical 
3,d practical difficulties. 

The theoretical issues include the assumption of a constant reten-
ratto (i.e., a fixed payout ratio) and the assumption that dividends 

i continue to grow at rate "g" in perpetuity. Neither of these assump-
3BS has any validity, particularly in recent years. Further, the investors' 

|«3^pitaIization rate and the cost of equity capital to a ulility for applica-
jn to book value {i.e., an original cost rale base) are identical only 
len market price is equal to book value.*' Indeed, DCF advocates 
sume thai if the market price of a utility's common stock exceeds its 
>k value, the allowable rate of retum on common equity is too high 

id should be lowered; and vice versa. ̂ ^ Many question the assumption 
' ^ t market price should equal book value, believing that "the eamings 
ipf utilities should be sufficiently high to achieve market-to-book ratios 

i^^ich are consistent with those prevailing for stocks of unregulated 
companies. "8' 

Most frequently, the major practical issue involves the determina-
aon of the growth rale; a determination that is highly complex and that 

„. requires considerable judgment.'s The crux of the measurement prob-
.^em IS this: How can investors' expectation o^ future growth be mca-

«* = $3/$38 = 7.89%/,90 =e 8,777= + 6% >= \ 4 . 7 1 % . 
"•lo illusirate. assume market price is above book value. The sum of d /p plus g 

^l^ich IS a measure of what an investor anticipates on market value), when applied lo a 
Jester book value ligure, wilt produce insufticieni eamings tu provide the indicated dividend 
tod die indicated growih. In fact, over time, ihe earnings will be insuflicient to pay the 

>. midends and both earnings and book value will necessarily decline, 
"See, e.g., David A. Kosh, "Recent Trends in O s l of Capital," 72 Public Vtilitixs 

^mn^l id i 19, 21.26 (September 26. 1963). 
^ ^'Foster, op.cU., p. 919. Bonbrighi has argued thai "market prices are beyond the 
- ̂ t r o l though not beyond the influence, of rate reguladon. Moreover, even if a commis-
olfil did possess the power of control, any attempt to exercise it [so as to prevent the 
Jaarketpncesofutility equities from rising to substaniial premiums above book va lue s ] . . . 
^#ould result in harmful, uneconomic shifts in public utility rate levels . . . . Regulation is 
afinply powcriess to asiurc the purchasers of public udlity equities that future corporate 

> ^mings will suRice to maintain maricet prices on par with book values or with any other 
Sle>llar tigure," Bonbright. op. dl.. pp. 255, 256. And Solomon contends that if regulation 
Vere to maintain the market price to book value equality, utility common stocks would be 

-."'ffansfomied into a peculiar hybrid form of security which is neither contractual debt nor 
Xfjtiity ii can best be described as a perpetual low-grade subordinated debenture which 

I Offers neither upside price potendat nor any guarantee of dividend or capttal recoupment, 
jBot which does offer a differential rate of retum above the rate on bonds if rates allowed 

l^reguiaiion are actually earned." Ezra Solomon, "Comments on Commission's Proposed 
l^^temcnt of Policy," FPC Docket No. RM77-I (mimeographed, February, 1977), p. 17. 

Throughout the 1970s, for most utilities, market prices fell l)elow book values, 
t thomas G, Marx, 'Market-to-Book Retum on Equity Correlation." 96 Public UHliiifs 

giStfy 28 (December 4, 1975). 
*«See. e.g.. Re NarraganseU Elec Co.. 52 PUR 4th 271 (R.L, 1983), 
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sured? When past growth rales are used as a proxy for iiiture growth 
rates, which is the usual practice, it is far fh>m obvious as to (a) which 
time periods have the most relevance to investors and (b) whether the 
prospective growth rate should be determined by using trends in divi
dends per share, eamings per share, and/or book value per share and 
exactly how the infonnation contained in these various measures is used 
by investors.'* Indeed, one study showed that the expectations of securi
ty analysts outperformed the extrapolation of historical trends in ex
plaining share prices, "x* And, even when these issues have been seeded, 
there remains the circularity problem: Since regulation estabUshes a 
level of authorized eamings which, in turn, implictdy influences divi
dends per share, estimation of the growth rate B-om such data is an 
inherendy circular process. For all of these reasons, the DCF modd 
"suggests a degree of precision which is in fact not present""*' and 
leaves "wide room for controversy and argument about the level of 
k."»« 

The newest entranti"" is the capiul asset pricing model (CAPM), 
which holds that the cost of equity capital or expected return on a 
utility's common equity is equivalent to that on a riskless security plus a 
risk premiiun related to the risk inhn^nt in a particular utility's stock; 
that is, the model combines risk and retum in a single measure."*^ The 
formula is as follows: 

*"Only under the assumption of a constant payout ratio will the growth rates of 
dividends per share, eamings per share, and book value per share be the same. 

•>*B. G. Malkiel and J. G, Cragg, "Expectations and the Structure of Share Prices." 
60 American Economic Review 601 (1970). 

More recendy, at t«apts have been made to m e an expectational approach; that 
is. the investors' capitalizauon rate is equal lo the expected dividmd in (he first year 
divided by the current market price plus die expected growth rate. The latter, the growth 
rale, has been measured in three ways: (o) the return on common equity times the 
retention ratio, {b) analysts' estimates, and/or (r) a survey of institutional investors. Sc«, 
e.g., "Testimony of Irwin Friend," op. eil., pp. 4-9 

""Foster,*^, ctl.. p. 915. 
"•'Solomon. "Comments on Commission's Proposed Statement of Micy," ap, dt., 

p . 13. See also Robert S. Siich, " 'K' is not the Cost of Capiul," 85 Public VlUilies Fortnighltf 
30 (March 12, 1970). 

Argued the Nadonal Energy Board in a 1979 dedsion: "The Board considers 
(hat, as a measurement of (he cost of common equity capital, the adjusted DCF rate has 
some merits and should be given some consideration, notwithstanding the difliculty in 
esdmating future growth rates, Ihe susceptibility of stock prices to erratic movements 
based on (actors that may be unrelated to a particular stock's anticipated perfonnance, and 
the difliculty of segregaung the regulated business from that of the corporate entity as a 
whole." Re WetUoail TraTumiisim Co. U d (NEB, September, 1979), pp. 4.7. 

'"Diana R. Harrington;-"The Changing Use c^ the Capital Asset Pricing Model in 
Utility Regulation." 105 Pubtic VlUilies Forlnighibf 28 (fcbruary 14. 1980) and "TVvnds in 
Capital Asset Pricing Model Use." 108 ibid. 27 (August 13, 1981). See also Rt Portland 
General EUe. Co.. 23 PUR 4th 209 (Or , 1977), o^rf, 30 PUR4(h 468 (1979). 

•"*See Ei^ene F Brigham and Roy L. Crum, "On the Use of the (!:APM in Public 
Utility Rate Cases," 6 Financial Management 7 (Summer, 1977) and "Discussion," 7 ibid. 52 
(Autumn, 1978); and Ronald W Melicher, "Risk Measurement and Rate of Retum utider 
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2-34 
2.5Q 
2.52 

2-51 
2.65 
2.B2 

2 .60 
2 .90 
2 .95 
5.00 
2 .25 

1.83 
1.80 
1.85 

1.96 
1.93 
1.99' 
2 . OS 
2.47 
2 .70 
3.17 
3.49 
3.90 
4 . 6 1 
4 .62 

C.85 
1.21 

2009 
Hay 

14 
2 . 0 3 

1.94 
1.99 
n . a . 

2.34 
2.49 
2 .50 

2.46 
2.70 
2.94 

2 .60 
2 .85 
3 .05 
5.00 
2 .25 

1.83 
1.79 
1.B6 

1.86 
1.82 
L.90 
2 .11 
2 .53 
2 .78 
3-22 
3.50 
3.92 
4 .S3 
4 . 6 3 

0.9& 
1.20 

2008 
Hay 

15 
2.03 

2 .03 
1.94 
n . n . 

2 . 21 
2 . 4 1 
2 .58 

2 .50 
2 .67 
2 .90 

2 .60 
2 .85 
3.05 
5.00 
2.25 

L.Bl 
1.80 
1.B5 

1.84 
1.B3 
1.90 
2.OS 
2.45 
2 .70 
3-10 
3.39 
3-83 
4.55 
4.S6 

0 .75 
L.ID 

2008 
Hay 

16 
1-91 

2 .01 
1.34 
2 ,00 

2 .26 
2 .45 
2.64 

2 .50 
2.66 
2.se 

2.6C 
2.85 
3.00 
5.00 
2 .25 

1.B2 
1.31 
1-86 

1.85 
1.84 
1.91 
2 .09 
2-47 
2 .71 
3.12 
3.43 
3 .85 
4 .57 
4 .59 

0 .75 
1.11 

Hsek 
Hay 

16 
1.96 

1.97 
1.97 
1.95 

2.2B 
2.47 
2.SB 

2.50 
2 .66 
2 .86 

2-60 
2 .95 
3-00 
5.00 
2.25 

1.80 
1.79 
1.85 

1.83 
1.82 
1.89 
2 .07 
2 .44 
2 .69 
3.12 
3 .43 
3-86 
4-59 
4.58 

0 .78 
1.14 

Ending 
Hay 

9 
1.94 

1-96 
1.&8 
1.^6 

2-35 
2 .49 
2 .62 

2-62 
2 .70 
2 .80 

2 .77 
2 .85 
2 . 9 8 
5 .00 
2 .25 

1-49 
1.61 
1.71 

1.52 
1-64 
1.75 
1.94 
2 .32 
2 .55 
3 .07 
3-42 
3 ,95 
4 .58 
4 .57 

0.77 
1-17 

2008 
A p t 

2.28 

2 .10 
2 .05 
1.99 

2 .56 
2 .61 
2 .72 

2.B2 
2 .85 
2 .86 

2 .97 
9 . 0 3 
3.04 
S.24 
2 .49 

1.C4 
1.29 
1.55 

1.07 
1.31 
1.58 
1.74 
2 .05 
2 . 2 3 
2 .94 
3.19 
3.68 
4 .44 
4 .44 

0 .62 
1.00 

http: / /www .federalreserve,gov/releas«s/hl5/CuFren(/ Page 1 of 3 
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10-year 
20-year 

inf latlon-iAdexed lon^-tam average 12 
Interest rate swaps 

1-year 
2-year 
3-year 
4-year 
5-year 
7-year 
10-year 
30-yBar 

Corporate bonds 
Moody 9 seasoned 

Aaa 14 
Baa 

State b local bonds 

13 

15 
Conventional piortga'QeB 16 

1.41 
1.95 
1.95 

2.78 
3.06 
3.34 
3.57 
3-76 
4.06 
4.35 
4.91 

5.49 
6-̂ 4 

1.51 
2.04 
2.04 

2.89 
3.21 
3.50 
3.73 
3,90 
4.19 
4.47 
4.90 

5-59 
6.94 

1.49 
2.04 
2-04 

2.98 
3.33 
3.62 
3-84 
4.02 
4-29 
4.53 
4.93 

5,61 
6.98 

1.40 
1.97 
1.97 

2.95 
3.30 
3.60 
3.92 
3.98 
4.24 
4.50 
4.91 

5.55 
6.91 
4.53 
6.01 

1.41 
1.97 
1.97 

2.84 
3.16 
3.44 
3.65 
3.BO 
4.08 
4.35 
4.79 

5.55 
6.91 

1,44 
1.99 
1.99 

2.89 
3.21 
3.50 
3.72 
3.B9 
4.17 
4.44 
4.87 

5.56 
6.92 
4.53 
6.01 

1.4B 
2.02 
2.02 

2.81 
3.12 
3.42 
3.67 
3.BS 
4.16 
4.44 
4.91 

5.57 
6.8& 
4.62 
6.05 

1.36 
1.91 
1.90 

2.71 
2.89 
3.IB 
3.45 
3-66 
3.99 
4.30 
4.80 

5.55 
6,97 
4.70 
5.92 

a . a . Hot a v a i l a b l e . 

Footnotes 

1. The d a i l y e f f e c t i v e f e d e r a l funda r a t e i s a we igh ted ave rage of r a t e a on b roke red t r a d e s . 

2 . WeeXly f i g u r e s a r e a v e r a g e s of 7 c a l e n d a r days ending on Wednesday of t h e c u r r e n t week; monthly 
f i g u r e s i n c l u d e each c a l e n d a r day i n t h e month. 

3 . Annual ized u s i n g a 360-day yea r o r bank i n t e r e s t . 

4 . 0(1 a d i s c o u n t b a s i s . 

5 . i n t e r e s t r a t e a i n t e r p o l a t « d from d a t a on c e r t a i n c o n m e r c i a l pape r t r a d e s s e t t l e d by The 
Depos i t a ry T r u s t Company, The t r a d a a r e p r a B s n t e a l e s of comfnercial paper by d e a l e r s or d i r e c t 
i a a u a r e t o i n v e s t o r s { t h a t i s j the o f f e r s i d e ) . The 1 - , 2 - , and 3-inonth r a t e s a r e e q u i v a l e n t t o t h e 
30 - , SO-j and 90-day d a t e s r e p o r t e d on t h e B o a r d ' s Commercial Paper Web page 
(www. E e d e r a l r e s e r v e - g o v / r e l e a s e s / ' c p / ) . 

6 . An a v e r a g e of d e a l e r bid, r a t e s on n a t i o n a l l y t r a d e d c e r t i f i c a t e s of d e p o s i t . 

7 . Bid r a t e s f o r E u r o d o l l a r d e p o s i t s c o l l e c t e d around 9:30 a.m. E a s t e r n t i m e . 

8- Rate pos t ed by a m a j a r i t y of t o p 25 (by a s s e t s in domes t i c o f f i c e s ) inBured U . S . - c h a r t e r e d 
commercial banXe• Prime i s one of s e v e r a l base r a t e a used by banlcfl t o p r i c e s h o r t - t e r m b u s i n e s s 
l o a n s . 

9 . The r a t e charged for d i s c o u n t s made and advanoes ex tended under t h e F e d e r a l R e s e r v e ' s p r imary 
c r e d i t d i s c o u n t window program, which became e f f e c t i v e January 9, 2003 . TAis r a t e r e p l a c e s t h a t f o r 
ad jus tmen t c r e d i t , which was d i s c o n t i n u e d a f t e r J a n u a r y B, 2003 . For f u r t h e r i n f o r s i a t i o n , s e e 
w w w . f e d e r a l r e 8 e r v e . q o v / b o a r d d o c B / p r e B 8 / b c r e g / 2 0 0 2 / 2 0 0 2 1 0 3 1 2 / d B f a u l t . h t m . The r a t e r e p o r t e d i s t h a t 
fo r t h e F e d e r a l Reserve Bank of Mew York, a i s t o r i c a l s e r i e s fo r t h e r a t e on ad ju s tmen t c r e d i t aa 
w e l l aa t b e r a t e on p r imary c r e d i t a t e a v a i l a b l e a t u w w . f e d e r a l r e a e r v e . g o v / r e l « a B e s / b l 5 / d a t a , . h t a . 

10 . Y i e l d s on a c t i v e l y t r a d e d n o n - i n f l a t l o n - i n d e x e d i s s u e s a d j u s t e d t o c o n s t a n t m a t u r i t i e s . The 
30-year T reasu ry c c n s t a n t m a t u r i t y s e r i e s was d i s c o n t i n u e d on February IB, 2002, and r e i n t r o d u c e d 
on February 9, 2006. Prom February 18, 2002, t o February 9, 2006, the u . s . T reasu ry p u b l i s h e d a 
f a c t o r fo r a d j u s t i n g t h e d a i l y nominal 20 -yea r c o n s t a n t m a t u r i t y in o r d e r t o e s t i m a t e a SO-year 
nominal r a t e . The h i s t o r i c a l ad jus tment f a c t o r can be found a t 
wwv. t r e e s , gov /of f l e e s / d o m e s t i c - f i n a n c e / d e b L - m a j i t i g e n w i L t / i n t e r e s t - r a t e / l t c o m p a a l t a i n d e v _ h i s t o r i c a i . B h t D i l . 
Source! VS.S. T r e a s u r y . 

1 1 . y i e l d s on Treasu ry i n f l a t i o n p r o t e c t e d s e c u r i t i e s (TIPS} a d j u s t e d t o c o n s t a n t m a t u r i t i e s . 
SouEcei U .S . T r e a s u r y . A d d i t i o n a l i n f o r m a t i o n on both nominal and i n f l a t i o n - i n d e x e d y i e l d s may be 
found a t w w w . t r e a s . g o v / o f f i c e s / d o m a s t i c - f i n a n c e / d a b t - m a n a g e m e n t / i n t e r e s t - r a t e / i n d e x . h t ^ m l ' 

12 . Based on t h e unweighted ave rage b id y i e l d s fo r a l l TIFS wi th remain ing t«rma t o m a t u r i t y of 
Diore t han 10 y e a r s . 

13 . I n t e r n a t i o n a l swaps and D e r i v a t i v e s A s s o c i a t i o n (ISDA[S]) mid-market pa r swap r a t e s . Ra tes a r e 
for a Fixed Ra te Payer i n r e t u r n f o r r e c e i v i n g t h r e e month LISOR, and a r e based on r a t e s c o l l e c t e d 
a t 11:00 a .m. E a s t e r n tijtte by Garban I n t e r c a p i t a l p i c and p u b l i s h e d on R e u t e r s ?age ISDAriX(R) l . 
ISDAFIX i s a r e g i s t e r e d s e r v i c e mark of ISDA. fiourcei R e u t e r s L i n i t e d -

h Rp: / /www. Federalreserve.gov/ le leases /hl5/Curreni/ Page 2 of i 

r 

http://www.federalre8erve.qov/boarddocB/preB8/bcreg/2002/200210312/dBfault.htm
http://www.treas.gov/offices/domastic-finance/dabt-management/interest-rate/index.ht%5eml'
http://Federalreserve.gov/
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DOD-IR-38 

[HECO T-20, p. 8,1. 4] 

Please explain why a fmancial manager would not wrnit to obtain funds at the lowest possible 
cost rather than the lowest "reasonable" cost. 

HECO Response: 

Obtaining funds at the lowest "possible" cost implies that a company would make its decision 

based solely on the cost of financing {i.e., interest rate or return). The Company describes 

obtaining funds at the lowest "reasonable" cost because its financing decisions are not solely 

based on cost (i.e., interest rate or return), but also take into consideration the term and flexibility 

that the financing provides. Funding at the lowest "reasonable" cost helps to maintain a capital 

structure (balancing debt and equity) that would provide financial stability stnd flexibility so the 

Company would have the ability to consistently attract new capital on reasonable terms, when 

capital is needed. Continuous access to the capital markets is critical for a capital-intensive 

company such as HECO that has an obligation to provide utility services. Ratepayers benefit by 

having a greater assurance that utility investments can be financed when needed. 

[Note: This response is the same as HECO's response to DOD-IR-59 in Docket No. 2006-0386, 

HECO's 2007 test year rate case.] 



DOD-IR-39 
DOCKET NO. 2008-0083 
PAGE 1 OF 1 

DOD-IR-39 

[HECO T-20, p. 9,11. 8] 

To Ms. Sekimura's knowledge, has HECO ever been unable to access the capital markets? If so, 
please provide any available evidence that such an event occurred. 

HECO Response: 

Tayne Sekimura has been the Financial Vice President for HECO from October 2004 to 

February 2008 and subsequently Senior Vice President - Finance and Administration to the 

present. She is not aware of HECO being unable to access the capital markets during this period. 

As Ms. Sekimura explains in HECO T-20 (pages 11-12), prior to May 2007, S&P's corporate 

credit rating of HECO was BBB+. In May 2007, S&P downgraded HECO to BBB. Under 

adverse economic conditions, companies with credit ratings below investment grade, or junk 

bond status, (i.e., below BBB-) may find it difficult, if not impossible, to raise new capital. 

With the recent financial market situation (e.g., Lehman Brothers filing for bankruptcy 

protection and the government's rescue of AIG), there has been volatility in the market such that 

HECO's cost for commercial paper has increased. HECO has been able to access the 

commercial paper market, but at a higher cost than experienced in previous months. In such 

adverse market conditions, companies that are highly levered are at risk in their ability to access 

the capital markets. 

Also, during the 9/11 crisis, HECO was cut off from the commercial paper market (not 

due to lack of financial integrity) and had to borrow money from Bank of Hawaii instead. This 

experience across the industry caused the rating agencies to ask what altematives companies had 

in the event of such a situation and demonstrates the need to maintain financial integrity in order 

to have ready access to altemative sources of funds. 
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DOD-IR-40 

[HECO T-20, p. 10,11.4,5] 

Please explain how independent power producers rely on the Company's credit in order to 
finance their projects, and provide supporting documentation. 

HECO Response: 

Investors in independent power plants want assurmice that their investment will be repaid mid 

cam a retum commensurate with the risks involved. The evaluation of a project's risks includes 

the evaluation ofthe ability ofthe contracted purchaser ofthe independent power plant's power 

and energy ("officer") to meet its financial obligations. A creditworthy officer attracts more 

potential lenders than an offtaker that is not creditworthy. Therefore, when the Company has 

strong credit, it is more likely to attract developers (because those developers have a stronger 

ability to finance their projects) than when the Company's credit is w e ^ . 

Project financing supports many independent power projects. Attachment 1 of this 

response provides an article from Standard and Poor's entitled "Project Finance Criteria and 

Commentary Updated Project Finance Summary Debt Rating Criteria" which describes S&P's 

considerations in evaluating project financing. On pages 6 to 7 of Attachment 1, S&P states the 

following with respect to counterparty risk: 

The strength of a project financing rests on the project's ability to generate stable 
cash flow as well as on its general contractual framework, but much of a project's 
strength comes from contractual participation of outside parties in the 
establishment and operation ofthe project structure. This participation raises 
questions about the strength and reliability of such participants. The traditional 
counterparties to the projects have included raw-materials suppliers, principal 
offtake purchasers, and EPC contractors. ... Standard & Poor's generally will not 
rate a project higher than the lowest rated entity (e.g., the offtaker) that is crucial 
to project performance, unless that entity may be easily replaced, notwithstanding 
its insolvency or failure to perform. 
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Criteria And Commentary 

Updated Project Finance 
Summary Debt Rating Criteria 

Analysts: 

Terry A. Pratt 
New York (1) 212-438-20S0 

Ian Greer 
Melbourne (61) 3-9631-2032 

Arthur R Simonson 
New York (1) 212-438-2094 

Lidia Polakovic 
London (44) 20-7176-3985 

The «'orld of project finance has continued 

to grow since Standard 8c Poor's Ratings 

Services pubhshed its last comprehensive rating 

criteria. Project financing has become increas

ingly sophisticated and often riskier, with a 

wider investor base attracting new finance 

structures and investors across the globe. We 

have closely followed these developments over 

the years, extending and revising our criteria 

from time to time to enable appropriate assess

ment of proj ect-fin a nee risk originating from 

new markets, new structures, and new avenues 

of ownership. Factoring different market cir

cumstances into our analysis remains challeng

ing, but global consistency of our criteria and 

approach has been our prime objective in 

responding to these new market developments. 

The combined magnitude of these criteria addi

tions and changes is not great; it is, rather, 

more of a rearrangement that better reflects 

current practice and changes to associated cri

teria, such as recovery aspects. 

Additionally, we wan t to note that we have 

revised certain aspects of ou r internal analyti

cal f ramework for rat ing projects, and stress 

that a l though we have adopted one signifi

cant change—eliminating our scoring 

app roach—no ratings will be affected. We 

introduced scoring six years ago to facilitate 

the compare-and-contras t of key project risks 

across the spectrum of rated projects. The 

scores, and the criteria on which they were 

based, represented only guidelines. Scores 

w^ere never meant to be additive, but never

theless, many readers understood them as 

such. Because the scoring caused confusion 

a m o n g some users of our criteria, we decided 

to remove those suggested scores and focus 

more on other analytical tools to compare 

risk across projects. In response to the chang

ing wor ld of project finance and the blurring 

of boundar ies from pure project-finance 

t ransact ions to hybrid structures, our analysis 

has been expanded and now incorporates 

some corporate analytical practice, to look at 

a combinat ion of cash-flow measures, capital 

structure, and liquidity management . 

We also have reincorporated our assess

ment of force majeure risk into our analysis 

of a project's contractual foundation and 

technical risk, ra ther than addressing these as 

a separate risk category. 

The overall cri teria f ramework has no t 

been changed , however, and still provides a 

very effective f ramework for analyzing and 

unde r s t and ing the risk dynamics of a p r o 

ject t ransac t ion . 

Recent Trends 
As project finance continues to adjust to the 

increasingly diverse needs of project sponsors, 

their lenders, and investors, in many cases the 

analysis of risk continues to grow in complexity. 

Despite this growing variety of project-finance 

application and location, the continuing mar

ket desire for non-recourse funding solutions 

suggests that project finance will remain a 

robust means of raising infrastructure capital. 

More aggressive financial structures some

times blur the boundaries of non-recourse 

finance both in reality and perception. Also, 

the greater exposure to market risk has forced 

many sponsors to seek greater flexibility in 

project structures to manage cash, take on 

additional debt, and enter new businesses 

with few restrictions—which makes some pro

jects look more like corporates. 

Projects con t inue to evolve from their t ra

di t ional basis of long-term cont rac ted rev

enue, and n o w involve a greater exposure to 

a number of r isks. Initial project finance pri

mari ly w a s focused on p o w e r marke t s that 

had s t rong cont rac tua l bases; but these days , 

more projects are exposed to the risks of 

volatile commodi ty marke ts or traffic vol

ume exposure , a m o n g o ther types. Strong 

www,standardandpoors,com 
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global demand for construction and com

modities has increased construction risk, 
even for simple projects. 

Fewer projects have been able to secure the 
more creditor-friendly fixed-price, turnkey, 

date-certain construction contracts that better 
protect lenders from construction and com

pletion risk. Term B loan structures—"mini-
perms," with minimal amortizations and 
risky bullet maturities—have established 

themselves firmly in the project world, but 
these capital plans have now been joined by 

more complex first- and second-lien struc
tures, and more debt within holding company 

structures, particularly for payment-in-kind 

instruments that we view essentially as debt. 

Many long-term concession projects are 

maximizing leverage by employing accreting 

debt structures that enable sponsors to 
recoup quick equity returns—sometimes 

before any debt has been repaid—but that 

can greatly increase lenders' exposure to 

default risk in the later years (see "Credit 

FAQ: Accreting Debt Obligations and the 

Road to Investment Grade for Infrastructure 

Concession," published to RatingsDirect on 

Sept. 5, 2007). Private equity has made 

strong inroads to project lending and owner
ship—either directly or through managed 

infrastructure funds. The trend away from 

ownership by experienced sponsors raises 

new concerns about ownership and long-term 

operational performance. Positively, the usage 

of project finance is growing in part thanks 

to these new structures. In particular, financ

ing of pubhc-private partnerships (PPPs) has 
grown significantly over the years, with PPPs 

often considered to be a lower-risk invest

ment due to the involvement of a public 
authority or government entity. 

Another observation is the increase of 
insured project finance transactions. Monoline 

insurance companies providing guarantees for 

timely-and-full debt servicing in cases of pro
jects being unable to do so has opened differ
ent investment opportunities for the financial 

markets. However, we closely monitor and 
analyze the underlying risk of these projects to 

determine the underlying credit quality, as a 
part of the insured rating exercise. 

Finally, the emergence of the Middle East 
markets as one of the largest global markets of 

project finance has challenges of its own. 

Driven by low default track records and strong 
govemment support or sponsorship, these pro

jects have created a class of their own in terms 
of investors' perception of risk allocation. 

Middle East project finance is an area that 
remains under criteria development while we 

aim to adequately weigh up the hard facts, 
such as risk structure and allocation, terms 
and conditions of project financings in the 

region, and stated support from governments. 

General Approach 
For lenders and other investors, systematic 
identification, comparison, and contrasting of 

project risk can be a daunting task, particu

larly because of the new complexity presented 

to investors. To assess project-finance risk. 

Standard & Poor's continues to use a frame

work based on the traditional approach that 

grew out of rating U.S. independent power 
projects but which has been adapted to cover 

a growing range of other projects globally, 

such as more complex transportation 

schemes, stadiums and arenas, hotels and 

hospitals, renewable energies, and large oil 

and gas projects. 

Our approach begins with the view that a 

project is a collection of contracts and agree

ments among various parties, including 

lenders, which collectively serves two primary 

functions. The first is to create an entity that 
will act on behalf of its sponsors to bring 

together several unique factors of production 

or activity to generate cash flow from the 

sale/provision of a product or service. The 
second is to provide lenders with the security 

of payment of interest and principal from the 
operating entity. Standard &c Poor's analytic 

framework focuses on the risks of construc
tion and operation of the project, the pro

ject's long-term competitive position, its legal 
characterization, and its financial perfor
mance—in short, all the factors that can 

affect the project's abiUty to earn cash and 

repay lenders. 

"Project Finance" Defined 
A proj ect-finance transaction is a cross 

between a structured, asset-backed financing 
and a corporate financing. A project-finance 
transaction typically is characterized as non

recourse financing of a single asset or portfo
lio of assets where the lenders can look only 

Standard & Poor's • Global Project Finance Yearbook October 2007 87 
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to those specific assets to generate the cash 

flow needed to service its fixed obligations, 
chief of which are interest payments and 

repayment of principal. Lenders' security and 
coUateral is usually solely the project's con
tracts and physical assets. Lenders typically 

do not have recourse to the project's owner, 
and often, through the project's legal struc

ture, project lenders are shielded from a pro
ject owner's financial troubles. 

Project finance transactions typically are 
comprised of a group of agreements and con
tracts between lenders, project sponsors, and 

other interested parties who combine to create 

a form of business organization that will issue 

a finite amount of debt on inception, and will 
operate in a focused Une of business over a 

finite period. There are many risks that need 

to be analyzed when rating a project finance 

transaction; however, the chief focus within 

Standard &c Poor's rating process is the deter

mination of the project's stability of projected 

cash flow in relation to the projected cash 

needs of the project. This criteria article 
addresses the areas on which we focus when 

conducting analysis, and how this translates 

into a rating on a project finance transaction 

as a whole. For each focus area, we gauge the 

relative importance for the project being rated 

and the impact that focus area could have on 

the project's overall cash flow volatihty. The 

process is very systematic, but is tailored to 
each project rating. 

The rating 
Standard 8c Poor's project debt ratings 
address default probability—or, put different

ly, the level of certainty with which lenders 

can expect to receive timely and full payment 
of principal and interest according to the 
terms of the financing documents. Unlike cor

porate debt, project finance debt is usually 
the only debt in the capital structure, and 

typically amortizes to a schedule based on the 
project's useful life. Importantly, also unlike 

our corporate ratings, which reflect risk over 
three to five years, our project debt ratings 
are assigned to reflect the risk through the 

debt's tenor. If refinancing risk is present, we 
incorporate into the rating the ability of the 

project to repay the debt at maturity solely 
from the project sources. Our project ratings 

often factor in construction risk, which in 

many cases can be higher than the risk pre

sented by expected operations once the pro
ject is completed. In some cases, the construc

tion risk is mitigated by other features, which 
enables the debt rating to reflect our expecta
tions of long-term post-construction perfor

mance. Otherwise, we will rate to the con
struction risk, but note the potential for rat

ings to rise once construction is complete. 

Another important addition to our project-

debt ratings is the recovery rating concept 
that Standard & Poor's began to assign to 
secured debt in late 2003. The recovery rat

ing estimates the range of principal that 

lenders can expect to receive following a 

default of the project. Our recovery scale is 
defined in the table. We define the likely 

default scenario, and then assess recovery 

using various techniques, such as discounted 

cash-flow analysis or EBITDA multiples. Or, 

we will examine the terms and conditions of 

project assets, such as contracts and conces

sion agreements, for example, to estimate the 

expected recovery. The added importance of 
the recovery rating is that recovery can affect 

the ratings on certain classes of project debt 

when more than one class of debt is present. 

Framework for Project Finance Criteria 
Thorough assessment of project cash flows 

requires systematic analysis of five principal 

factors: 

• Project-level risk, 

• Transactional structure, 

• Sovereign risk, 
• Business and legal institutional develop

ment risk, and 

• Credit enhancements. 

Proj ect-Level Risks 
Project-level risk, or the risks inherent to a 
project's business and within its operating 

industry, will determine how well a project 

can sustain ongoing commercial operations 
throughout the term of the rated debt and, as 
a consequence, how well the project will be 

able to service its obligations (financial and 
operational) on time and in full. 

Specifically, we look at a project's: 

• Contractual foundation. Operational and 
financing contracts—such as offtake agree

ments, concessions, construction arrange
ments, hedge agreements, loan contracts. 
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guarantees—that, along with the physical 

plant, serve as the basis of the enterprise. 

• Technology, construction, and operations. 

Does it have a competitive, proven technol
ogy, can construction be performed on time 

and on budget, and can it operate in a 
manner defined under the base case? 

• Resource availability. Capacity to incorpo
rate "input" resources, such as wind or 

natural gas. 

• Competitive-market exposure. 
Competitive position against the market 
in which it will operate. 

• Counterparty risk. Risk from relying on 

suppliers, construction companies, conces
sion grantors, and customers. 

• Financial performance. Risks that may 

affect forecast results, and cash flow vari-

abiHty under likely stress scenarios. 

Contractual foundation 

We analyze a project's contractual composi

tion to see how well the project is protected 
from market and operating conditions, how 

well the various contracted obligations 

address the project's operating-risk character

istics, and how the contractual nexus mea

sures up against other project contracts. 

The structure of the project should protect 

stakeholders' interests through contracts that 

encourage the parties to complete project con

struction satisfactorily and to operate the pro

ject competently in line with the requirements 

of the various contracts. The project's struc

ture also should give stakeholders a right to a 
portion of the project's cash flow so that they 

can service debt, and should provide for the 

S&P Recovery Scale 

Recovery rating 

1+ 

1 

2 

3 

4 

5 

Recovery description 

Highest expectation, full recovery 

Very high recovery 

Substantial recovery 

Meaningful recovery 

Average recovery 

Modest recovery 

Recovery expectations* 

100%H 

90%-100% 

70%-90% 

50%-70% 

30%-50% 

10%-30% 

Negligible recovery D%-tO% 

'Recovery ef principal plus accrued but unpaid interest at the time of default. HVery high confidence of full 
recovery resulting from significant overco I lateralization or strong structural features. 

releasing of cash in the form of equity distrib

utions (dividends or other forms of sharehold
er payments) in appropriate circumstances. 

Moreover, higher-rated projects generally give 
lenders the assurance that project manage
ment will align their interests with lenders' 

interests; project management should have 
limited discretion in changing the project's 

business or financing activities. Finally, higher-
rated projects usually distinguish themselves 

from lower-rated projects by agreeing to give 
lenders a first-perfected security interest (or 
fixed charge, depending on the legal jurisdic

tion) in all of the project's assets, contracts, 

permits, licenses, accounts, and other collater

al; in this way the project can either be dis
posed of in its entirety should the need arise, 

or the lenders can step in to effectively replace 

the project's management and operation so as 

to generate cash for debt servicing. 

As infrastructure assets have become 

increasingly popular for concessions, not only 

is the analysis of the strengths and weaknesses 

of the concession critical, but also the ratio

nale for the concession becomes an essential 

element of our analysis. Contract analysis 

focuses on the terms and conditions of each 
agreement. The analysis also considers the 

adequacy and strength of each contract in the 

context of a project's technology, counterpar

ty credit risk, and the market, among other 

project characteristics. 

Commercial agreements vs. collateral 

agreements. Project-contract analysis falls 

into two broad categories: commercial agree
ments and coUateral arrangements. 

Commercial project contracts analysis is 
conducted on contracts governing revenue 

and expenses, such as: 

• Power purchase agreements, 
• Gas and coal supply contracts, 

• Steam sales agreements, 
• Liquefied natural gas sales agreements, 

• Concession agreements, 
• Airport landing-fee agreements, 

• Founding business agreement, and 
• Any other agreements necessary for the 

operations of the project. 
Collateral agreements typically require 

analysis of a project's ownership along with 
financial and legal structures, such as: 

• Credit facilities or loan agreement; 

• Indenture; 
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• Equity-contribution agreement; 

• Mortgage, deed of trust, or similar instru
ment that grants lenders a first-mortgage 

hen on real estate and plant; 

• Security agreement or a similar instrument 

that grants lenders a first-mortgage lien on 
various types of personal property; 

• Assignments to lenders of project assets, 
accounts, and contracts; 

• Project-completion guarantees; 

• Depositary agreements, which define how 
the project cash is handled; 

• Shareholder agreements; 

• CoUateral and inter-creditor agreements; 

and 
• Liquidity-support agreements, such as let

ters of credit (LOC), surety bonds, and tar

geted insurance policies. 

An important objective of our contractual 

assessment is the understanding of a project's 

full risk exposure to potential force majeure 

risks, and how the project has mitigated such 

risk. Project financings rely on asset and 
counterparty performance, but force majeure 

events can excuse performance by parties 

when they are confronted with unanticipated 

events outside their control. A careful analy

sis of force majeure events is critical in a pro

ject financing because such events, if not 

properly recompensed, can severely disrupt 

the careful allocation of risk on which the 

financing depends. Floods and earthquakes, 
civil disturbances, strikes, or changes of law 

can disrupt a project's operations and devas

tate its cash flow. In addition, catastrophic 

mechanical failure due to human error or 
material failure can be a form of force 
majeure that may excuse a project from its 

contractual obligations. Despite excusing a 
project from its supply obligations, the force 

majeure event may still lead to a default 
depending on the severity of the mishap. 

Technology, construction, and operations 
In part, a project's rating rests on the depend
ability of a project's design, construction, and 

operation; if a project fails to achieve comple

tion or to perform as designed, many con
tractual and other legal remedies may fail to 
keep lenders economically whole. 

The technical risk assessment falls into two 

categories: construction and operations. 

Construction risk relates to: 

• Engineering and design, 

• Site plans and permits, 

• Construction, and 

• Testing and commissioning. 
Operations risk relates to: 

• Operations and maintenance (O&M) strat
egy and capability; 

• Expansion if any contemplated; 
• Historical operating record, if any. 

Project lenders frequendy may not adequately 

evaluate a project's technical risk when making 
an investment decision but instead may rely on 
the reputation of the construction contractor or 

the project sponsor as a proxy for technical 

risk, particularly when lending to unrated 

transactions. The record suggests that such 
confidence may be misplaced. Standard 6c 

Poor's experience with technology, construc

tion, and operations risk on more than 300 

project-finance ratings indicates that technical 

risk is pervasive during the pre-and post-con

struction phases, while the possibiHty of spon

sors coming to the aid of a troubled project is 

uncertain. Thus, we place considerable impor
tance on a project's technical evaluation. 

We rely on several assessments to complete 

our technical analysis. One key element is a 
reputable independent expert's (IE) project 

evaluation. We examine the lE's report to see if 

it has the proper scope to reach fundamental 

conclusions about the project's technology, 

construction plan, and expected operating 

results, and then we determine whether these 

conclusions support the sponsor's and EPC 

contractor's technical expectations. We supple
ment our review of the lE's report with meet

ings with the IE and visits to the site to inspect 
the project and hold discussions with the pro
ject's management and construction contractor 

or manager. Without an IE review. Standard &C 

Poor's wiU most hkely assign a speculative-
grade debt rating to the project, regardless of 
whether the project is in the pre- or post-con

struction phase. Finally, we will assess the pro
ject's technical risk using the experience gained 

from examining similar projects. 

Another key assessment relates to the potential 

credit effect of a major equipment failure that 
could materially reduce cash flow. This analysis 
goes hand-in-hand with the contractual implica

tions of force majuere events, described above, 

and counterparty risk, described below. If the 
potential credit risk from such an event is not 
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mitigated, then a project's ratuig would be nega

tively affected. Mitigation could be in the form of 
business-interruption insurance, cash reserves, 

and property casualty insurance. The level of mit
igation largely depends on the project type— 
some types of projects, such as pipelines and toll 

roads—are exposed to low outage risks and thus 
could achieve favorable ratings with only modest 

risk mitigation. In contrast, a mechanically com
plex, site-concentrated project—such as a refinery 

or biomass plant—can be highly exposed to 
major-equipment-failure risk, and could require 
robtist feattures to deal with potential outages 

that could take months to repait 

Resource availability 
All projects require feedstock to produce out

put, and we undertake a detailed assessment 

of a project's ability to obtain sufficient lev
els. For many projects, the input-supply risk 

largely hinges on the creditworthiness of the 

counterparty that is obligated to provide the 

feedstock, which is discussed below under 

Counterparty Exposure. Other types of pro

jects, however, such as wind and geothermal 

power, rely on the type of natural resources 

ofwhich few third parties are willing to guar

antee production. In these cases, we require 
an understanding of the availabiUty of the 

natural resource throughout the debt tenor. 

We use various tools to reach our conclu

sions, but most important will be the analysis 

and conclusions of a reputable IE or market 

consultant on the resource sufficiency 

throughout the debt tenor. In many cases, 

such as wind, where the assessment can be 
highly complex, we may require two surveys 

to get sufficient comfort. Just as with IE tech

nical reports, a project striving for invest
ment-grade and high speculative-grade ratings 
will require a strong resource-assessment 

report. However, given the potential for 
uncertainty in many resource assessments, 

stronger ratings are likely to require either 
more than one IE resource assessment, geo

graphic diversity, or robust liquidity features 
to meet debt-repayment obfigations if the 
resource does not perform as expected. 

cash flow. Analysis of the competitive market 

position focuses on the following factors: 

• Industry fundamentals, 

• Commodity price risk, 

• Supply and cost risk, 

• Regulatory risk, 

• Outlook for demand, 
• Foreign exchange exposure, 

• The project's source of competitive 
advantage, and 

• Potential for new entrants or disruptive 
technologies. 

Given that many projects produce a com
modity such as electricity, ore, oil or gas, or 

some form of transport, low-cost production 

relative to the market characterizes many 

investment-grade ratings. High costs relative 

to an average market price in the absence of 

mitigating circumstances will almost always 

place lenders at risk; but competitive position 
is only one element of market risk. The 

demand for a project's output can change 

over time (seasonafity or commodity cycles), 

and sometimes dramatically, resulting in low 

clearing prices. The reasons for demand 

change are many, and usually hard to predict. 

Any of the following can make a project 

more or less competitive: 

• New products, 

• Changing customer priorities, 

• Cheaper substitutes, 
• Technological change, and 

• Global economic and trade developments. 

Experience has shown, however, that offtake 

contracts providing stable revenues or that 

limit costs, or both, may not be enough to miti
gate adverse market situations. As an example, 
independent power producers in California had 

to restructure parts of fixed-price offtake agree
ments when the utilities there came under 

severe financial pressure in 2000 and 200 L 
Hence, market risk can potentially take on 

greater importance than the legal profile of, 
and security underlying, a project. Conversely, 
if a project provides a strategic input that has 

few, if any, substitutes, there will be stronger 
econoinic incentives for the purchaser to main

tain a viable relationship with the project. 

Competitive-market exposure 
A project's competitive position within its 
peer group is a principal credit determinant, 

even if the project has contractually based 

Counterparty exposure 
The strength of a project financing rests on the 
project's ability to generate stable cash flow as 

well as on its general contractual framework. 
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but much of a project's strength comes from 

contractual participation of outside parties in 
the establishment and operation of the project 

structure. This participation raises questions 
about the strength and reliabihty of such par
ticipants. The traditional counterparties to 

projects have included raw-material suppfiers, 
principal offtake purchasers, and EPC contrac

tors. Even a sponsor becomes a source of 
counterparty risk if it provides the equity dur

ing construction or after the project has 
exhausted its debt funding. 

Other important counterparties to a project 
can include: 

• Providers of LOCs and surety bonds, 
• Parties to interest rate and currency swaps, 

• Buyers and seUers of hedging agreements 

and other derivative products, 

• Marketing agents, 

• Political risk guarantors, and 

• Goverimient entities. 

Because projects have taken on increasingly 

complex structures, a counterparty's failure 

can put a project's viability at risk. 

Standard &c Poor's generally will not rate a 

project higher than the lowest rated entity (e.g., 

the offtaker) that is crucial to project perfor

mance, tmless that entity may be easily 

replaced, notwithstanding its insolvency or fail

ure to perform. Moreover, the transaction rat

ing may also be constrained by a project spon
sor's rating if the project is in a jurisdiction in 

which the sponsor's insolvency may lead to the 

insolvency of the project, particularly if the 

sponsor is the sole owner of the project. 

During construction, often the project debt 
rating could be higher than the credit quality 

of the builder by credit enhancement and 

where there is an alternate builder available 
(see "Credit Enhancements (Liquidity 
Support) In Project Finance And PPP 

Transactions Reviewed," published to 
RatingsDirect on March 30, 2007). 

Financial performance 
Standard & Poor's analysis of a project's finan
cial strength focuses on three main attributes: 

• The ability of the project to generate suffi
cient cash on a consistent basis to pay its 

debt service obligations in full and on time, 

• The capital structure and in particular debt 

paydown structure, and 

• Liquidity. 

Projects must withstand numerous financial 

threats to their ability to generate revenues 
sufficient to cover operating and maintenance 

expenses, maintenance expenditures, taxes, 
insurance, and annual fixed charges of princi
pal and interest, among other expenses. In 

addition, nonrecurring items must be planned 
for. Furthermore, some projects may also 

have to deal with external risk, such as inter
est rate and foreign-currency volatility, infla

tion risk, liquidity risk, and funding risk. We 
factor into our credit evaluation the project's 
plan to mitigate the potential effects on cash 

flow that could be caused by these external 

risks should they arise. 

Standard 8c Poor's refies on debt-service 

coverage ratios (DSCR) as the primary quan

titative measure of a project's financial credit 

strength. The DSCR is the cash-basis ratio of 

cash flow available for debt service (CFADS) 

to interest and mandatory principal obliga

tions. CFADS is calculated strictly by taking 

cash revenues from operations only and sub

tracting cash operating expenses, cash taxes 
needed to maintain ongoing operations, and 

cash major maintenance costs, but not inter

est. As an operating cash-flow number, 

CFADS excludes any cash balances that a 

project could draw on to service debt, such as 

the debt-service reserve fund or maintenance 

reserve fund. To the extent that a project has 

tax obhgations, such as host-country income 
tax, withholding taxes on dividends, and 

interest paid overseas, etc.. Standard 8c 

Poor's treats these taxes as ongoing expenses 

needed to keep a project operating (see "Tax 
Effects on Debt Service Coverage Ratios," 

published to RatingsDirect on July 27, 2000). 

In our analysis, we examine the financial 
performance of the project under base-case 

and numerous stress scenarios. We select our 
stress scenarios on a project-by-project basis, 

given that each project faces different risks. 
We avoid establishing minimum DSCRs for 
different rating levels because once again, 

every project has different economic and 
structural features. However, we do require 

that investment-grade projects have strong 
DSCRs—well above Ix—under typical mar

ket conditions that we think are probable, to 
reflect the single-asset nature of the business. 
Strong projects must show very stable finan

cial performance under a wide range of stress 
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scenarios. We also note that DSCRs for pro

jects with amortizing debt may not be directly 
comparable to DSCRs for a project using 

capital structures that involve a small annual 
mandatory principal repayment—usually 
around 1%—coupled with a cash-flow sweep 

to further reduce principal balances. 

Capital structure. Standard 8c Poor's consid
ers a project's capital structure as part of any 

rating analysis. A project usually combines 
high leverage with a limited asset fife, so the 

project's ability to repay large amounts of debt 
within the asset lifetime is a key analytical 

consideration and one of the primary differ
ences between rating a project and a typical 

corporate entity. The same holds true for pro

jects that derive their value from a concession, 

such as a toll road, without wliich the "project" 

has no value; these concession-derived project 

financings likely have very long asset hves that 
extend well beyond the concession term, but 

nevertheless the project needs to repay debt 

before the concession expiration. Projects that 

rely on cash balances to fund final payments 

demonstrate weaker creditworthiness. 

Refinancing risk associated with btillet 

maturities typical of corporate or public 
financings are becoming more common in 

project-finance tranactions. Examples include 

Term Loan B structures, in which debt is 

repaid through minimal mandatory amortiza

tions—usually 1% per year—coupled with a 

debt repayment from a portion of distrib

utable cash flow. While these structures cer

tainly reduce default risk due to lower 
mandatory principal repayments, they almost 

always involve a planned refinancing at 
around seven-to-eight years. In these types of 
arrangements, our credit analysis determines 

if the project can refinance debt outstanding 

at maturity such that it fully amortizes within 
the remaining asset Ufe on reasonable terms. 

The finite useful life of projects also intro

duces credit risk from an operational stand
point. Given its depreciating characteristics, 
an aging project may find it more difficult to 

meet a fixed obhgation near the end of its 

useful hfe. Thus, for projects in which the 
useful hfe is difficult to determine, those 
structured with a declining debt burden over 

time are more likely to achieve higher credit 
ratings than projects those that do not. 

Many projects with high leverage seek cap

ital structures that involve second-lien debt, 
subordinated debt, and payment-in-kind 

obligations. These structures and instruments 
are used to tap different investor markets and 

buffer the senior-most debt from default risk. 
These other classes of debt are issued either 

at the operating project or at the holding 
company that wholly owns the project. 
Although such structures can be helpful for 

senior debt, it obviously is to the detriment of 
the credit quality of the subordinated debt 

because in most cases this debt class is inferi
or to senior lenders' rights to cash flow until 

senior debt is fully repaid, or to collateral in 
the event of a bankruptcy. 

When looking at the creditworthiness of 

subordinate debt, the DSCR calculation is not 

CAFDS to subordinate debt interest and prin

cipal, but is, rather, total cash available within 

the entire project—after payments of all 

expenses and reserve filling—divided by both 

senior and subordinate debt service. Such a 

formula more accurately measures the subordi

nated payment risk. This differs from the 
notching appfied in corporate ratings, and the 

actual rating might be lower than the coverage 

ratio implies, depending on the level of struc

tural lock-up and separation of senior debt. 

Another analytical approach for multiple-

debt-type structures is to examine the perfor

mance of the project with all of the debt on a 
consolidated basis, and then determine the 

risk exposure for the different classes of debt 

based on structural features of the deal and 

provisions within the financing documents. 
To the extent that senior debt is advantaged, 

lesser obligations are penalized. 

Liquidity. Liquidity is a key part of any analy

sis, because lenders rely on a s i r^e asset for debt 
repayment, and all assets types have unexpected 

problems with unforeseen consequences that 
must be dealt with from time to time. 

Liquidity that projects typically have included: 

• A debt-service reserve account, to help 
meet debt obligations if the project cannot 
generate cash flow due to an unexpected 

and temporary event. This reserve is typi
cally sized at six months of annual debt 

service, although amounts can be higher as 
a result of specific project attributes (e.g, 

strong seasonality to cash flow, annual 
debt payments, etc.) The reserve should be 
cash or an on-demand cash instrument. 
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However, if the reserve is funded with an 

LOC, we will factor in the potential for the 
additional debt burden that would occur if 

the reserve is tapped to help meet debt 
obligations. A maintenance reserve account 
is expected for projects in which capital 

expenditures are expected to be lumpy or 
where there is some concern about the 

technology being employed. Almost all 
investment-grade projects have such a 

reserve. We do not establish a minimum 
funding level for these reserves, but gauge 
the need based on the findings of the lE's 

technical evaluation and our experience. 

• Look-forward-and-back distribution and 

lock-up tests to preserve surplus but lower-
than-expected cash flows. For investment-

grade consideration, a project structure will 

typically have a minimum of 12 months 

look forward and look back. The DSCR 

hiurdle that should allow distribution is 

project dependent. The test ensures cash is 

retained to meet the project's liquidity 

needs in times of stress. 

Transactional Structure 
Standard 8c Poor's performs detailed assess
ment of the project's structural features to 

determine how they support the project's 

ability to perform and pay obligations as 

expected. Key items include assessing if the 

project is structured to be a single-purpose 

entity (SPE), how cash flow is managed, and 

how the insolvency of entities connected to 

the project (sponsors, affiliates thereof, sup
pliers, etc.), who are unrated or are rated 

lowly, could affect project cash flow. 

Special-purpose entities 
Projects generally repay debt with a specific 
revenue stream from a single asset, and since 
for projects we rate to debt maturity, we need 

to have confidence that the project will not 
take on other activities or obligations that are 

not defined when the rating is assigned. 
When projects are duly structured as and 

remain SPEs, we can have more confidence in 
project performance throughout the debt 
tenor. If such limitations are absent, we 

would tend to rate a project more like a 
corporation, which would typically assume 

higher credit risk. Standard & Poor's defines 
a project finance SPE as a fimited-purpose 

operating entity whose business purposes are 

confined to: 

• Ownmg the project assets; 

• Entering into the project documents (e.g., 
construction, operating, supply, input and 

output contracts, etc.); 

• Entering into the financing documents 

(e.g., the bonds; indenture; deeds of mort
gage; and security, guarantee, intercreditor, 

common terms, depositary, and collateral 
agreements, etc.); and 

• Operating the defined project business. 

The thrust of this single-purpose restriction is 

that the rating on the debt obhgations repre

sents, in part, an assessment of the creditworthi
ness of specific business activities and reduces 

potential external influences on the project. 

One requirement of a project finance SPE 

is that it is restricted from issuhig any subse
quent debt that is rated lower than its exist

ing debt. The exceptions are where the poten

tial new debt was factored into the initial rat

ing, debt is subordinated in payment, and 

security to the existing debt does not consti

tute a claim on the project. A second require

ment is that the project should not be permit

ted to merge or consolidate with any entity 

rated lower than the rating on the project 
debt. A third requirement is that the project 

(as well as the issuer, if different) continues in 

existence for as long as the rated debt 

remains outstanding. The final requirement is 

that the SPE have an anti-filing mechanism in 

place to hinder an insolvent parent from 

bringing the project into bankruptcy. In the 

U.S., this can be achieved by the independent-
director mechanism, whereby the SPE pro

vides in its charter documents a specification 

that a voluntary bankruptcy filing by the SPE 
requires the consenting vote of the designated 
independent member of the board of direc

tors (the board generally owing its fiduciary 
duty to the equity shareholder[s]). The inde

pendent director's fiduciary duty, which is 
also to the lenders, would be to vote against 

the filing. In other jurisdictions, the same 
result is achieved by the "golden share" 
structure, in which the project issues a special 

class of shares to some independent entity 

(such as the bond trustee), whose vote is 
required for a voluntary filing. 

The anti-filing mechanism is not designed 
to allow an insolvent project to continue 
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operating when it should otherwise be seek

ing bankruptcy protection. In certain jurisdic
tions, anti-fihng covenants have been enforce

able, in which case such a covenant (and an 
enforceabihty opinion with no bankruptcy 
quahfication) would suffice. In the U.K. and 

Australia, where a first "fixed and floating" 
charge may be granted to the collateral 

trustee as security for the bonds, the collater
al trustee can appoint a receiver to foreclose 

on and liquidate the collateral without a stay 
or moratorium, notwithstanding the insolvency 
of the project debt issuer. In such circum

stances, the requirement for an independent 

director may be waived. 

The SPE criteria will apply to the project 

(and to the issuer if a bifurcated structure is 

considered), and is designed to ensure that 

the project remains non-recourse in both 
directions: by accepting the project's debt 

obligations, investors agree that they will not 

look to the credit of the sponsors, but only 

to project revenues and collateral for reim

bursement; investors, on the other hand, 

should not be concerned about the credit 

quality of other entities (whose risk profile 

was not factored into the rating) affecting 

project cash flows. 

Where the project acts as operator, the 

analysis will look to the abiUty of the project 

to undertake the activities on a stand-alone 

basis, and any links to external parties. 

Cash management 
Nearly all project structures employ an inde

pendent trustee to control all cash flow the 
project generates, based on detailed project 
documents that define precisely how cash is 

to be managed. This arrangement helps pre
vent cash from leaking out of the project 

prior to the payment of operating expenses, 
major maintenance, taxes, and debt obliga

tions. In those cases where there is no 
trustee, the creditworthiness of the project 
will be hnked directly to the cash manager, 

which is usually the sponsor. Projects seek
ing investment-grade ratings will have cash-

management structures that prevent any dis
tributions to sponsors—including tax pay

ments—unless all expenses are fully paid, 
reserves are full, and debt-service coverage 
rations looking back and forward for a suf

ficient period are adequate. 

Sovereign Risk 
A sovereign government can pose a number 
of risks to a project. For example, it could 

restrict the project's ability to meet its debt 
obligations by way of currency restrictions; it 
could interfere with project operations; and, 

in extreme cases, even nationalize the project. 
As a general rule, the rating on a project issue 

will be no higher than the local-currency rat
ing of the project in its host country. For 

cross-border or foreign-currency-denominated 
debt, the foreign-currency rating of the coun
try in which the project is located is the key 

determinant, although in some instances debt 

may be rated up to transfer and convertibility 

(T&C) assessments of the country 
Standard & Poor's has established. A T & C 

assessment is the rating associated with the 

probability of the sovereign restricting access 

to foreign exchange needed for servicing debt 

obligations. For most countries. Standard & 

Poor's analysis concludes that this risk is less 

than the risk of sovereign default on foreign-

currency obligations; thus, most T & C assess

ments exceed the sovereign foreign-currency 
rating. A non-sovereign project can be rated 

as high as the T & C assessment if its stress-

tested operating and financial characteristics 

support the higher rating. 

A sovereign rating indicates a sovereign 

government's willingness and ability to ser

vice its own obhgations on time and in full. 

The sovereign fore ign-currency rating acts as 

a constraint because the project's ability to 

acquire the hard currency needed to service 
its foreign-currency debt may be affected by 

acts or policies of the government. For exam

ple, in times of economic or political stress, 
or both, the government may intervene in the 
settlement process by impeding commercial 

conversion or transfer mechanisms, or by 
implementing exchange controls. In some 

rare instances, a project rating may exceed 
the sovereign foreign-currency rating if: the 

project has foreign ownership that is key to 
its operations; the project can earn hard cur
rency by exporting a commodity with mini

mal domestic demand, or other risk-mitigat

ing structures exist. 

For cross-border deals, however, other 
forms of government risk could result in pro

ject ratings below the T & C rating. A govern
ment could interfere with a project by 
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restricting access to production inputs, revis

ing royalty and tax regimes, limiting access to 
export facilities, and other means (see 

"Ratings Above The Sovereign: Foreign 
Currency Rating Criteria Update," published 
to Rating Direct on Nov. 3, 2005). 

Business And Legal 
Institutional Development Risk 
Even though a project's sponsors and its legal 

and financial advisors may have structured a 
project to protect against readily foreseeable 
contingencies, risks from certain country-spe

cific factors may unavoidably place lenders at 

concomitant risk. Specifically, risk related to 

the business and legal institutions needed to 
enable the project to operate as mtended is an 

important factor. Experience suggests that in 

some emerging markets, vital business and 

legal institutions may not exist or may exist 

only in nascent form. Standard & Poor's sov

ereign foreign-currency ratings do not neces

sarily measure this institutional risk or coun

try risk, and so equating country risk with a 
sovereign's credit rating may understate the 

actual risk the project may face (See 

"Investigating Country Risk And Its 

Relationship To Sovereign Ratings In Latin 

America," published to RatingsDirect on 

April 4, 2007). 

In some cases, institutional risk may pre

vent a project's ratuig from reaching the host 

country's foreign-currency rating, despite the 

project's other strengths. That many infra

structure projects do not directly generate 
foreign-currency earnings and may not be 

individually important for the host's economy 

may further underscore the risk. 

In certain emerging markets, the concepts 
of property rights and commercial law may be 

at odds with investors' experience. In particu
lar, the notion of contract-supported debt is 

often a novel one. There may, for example, be 
httle or no legal basis for the effective assign
ment of power-purchase agreements to lenders 

as collateral, let alone the pledge of a physical 
plant. Even if lenders can obtain a pledge, it 

could be difficult for them to exercise their 
coUateral rights in any event Overall, it is not 

unusual for legal systems in developing coun
tries to fail to provide the rights and remedies 
that a project or its creditors typically require 

for the enforcement of their interests. 

Credit Enhancement 
Some third parties offer various credit-
enhancement products designed to mitigate 

project-level, sovereign, and currency risks, 
among other types. Multilateral agencies, 
such as the Multilateral Investment 

Guarantee Agency, the International Finance 
Corp., and the Overseas Private Investment 

Corp. to name a few, offer various insurance 
programs to cover both political and com

mercial risks. Project sponsors can themselves 
provide some type of support in mitigation of 
some risks—a commitment that tends to con

vert a non-recourse financing into a limited-

recourse financing. 

Unlike financial guarantees provided by 

monoline insurers, enhancement packages 

provided by multilateral agencies and others 

are generally targeted guarantees and not 

comprehensive for reasons of cost or because 

such providers are not chartered to provide 

comprehensive coverage. These enhancement 

packages cover only specified risks and may 

not pay a claim imtil after the project sustains 
a loss. Since they are not guarantees of full 

and timely payment on the bonds or notes, 

we need to evaluate these packages to see if 

they may enhance ultimate post-default 

recovery but not prevent a default. Once a 

project defaults, delays and litigation mtrinsic 

in the claims process may result in lenders 

waiting years before receiving a payment. 

Therefore, our estimation of the timeliness 

associated with the credit-enhancement mecha

nism is critical in the rating evaluation. For 
Standard & Poor's to give credit value to insur
ers, the insurer must have a demonstrated his

tory of paying claims on a timely basis. 
Standard & Poor's financial enhancement rat

ing for insurers addresses this issue in the case 
of private insurers (see "Credit Enhancements 

(Liquidity Support) In Project Finance And PPP 
Transactions Reviewed," published to 
RatingsDirect on March 30, 2007). 

Outlook for Project Finance 
Project finance remains a robust vehicle for 

funding all types of infrastructure across the 
globe, and its creative financing structures 
continue to attract different classes of both 

issuers and investors. Project finance continues 

to be a chosen financing technique due to a 
strong global push to add all types of energy 

ge www,standardandpoors,com 
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and transportation infrastructure, and to 

build new or more pubhc-oriented assets, 
such as stadiums, arenas, hospitals, and 

schools, just to name a few. 

In the Middle East, the continuing 

development of mega-sized, government-driven 
energy and real-estate projects is Ukely to 

continue for years to come. Related invest
ment in shipping to deliver energy from the 

region is also enormous. 

In the U.S., project finance transactions in 
the power sector, both for acquisitions but 
also for new gas-and coal-fired plants and a 

host of renewable energies, remain very 

robust. Additionally, development activity of 

new nuclear power plants, some of which are 
likely to be undertaken on a project finance 

basis, is being studied. The U.S. market is 

also noteworthy for large investments in nat

ural gas prepay deals. 

In Europe, project investment in rail and 

air transportation remains sound, and private 

finance initiative investment in the U.K. con

tinues to be robust. Its cousin, public-private 

partnerships lending for transportation and 

social infrastructure investments in Australia 

and Canada, has also strengthened. 

These favorable trends offset less-favorable 

developments in other parts of the world, 

such as in Latin America, where policies in 

some countries (Venezuela, for example), 

have led to nationalization of some project 

assets and an unfavorable market for further 
project funding. 

Investor attention to project risk is impor
tant, especially in light of the relatively easy 

lending covenants and asset valuations seen 
in a number of project transactions in 

recent years. 

Standard & Poor's expects that project 

sponsors and their advisors will continue to 
develop new project structures and techniques 

to mitigate the growing list of risks and financ
ing challenges. As investors and sponsors 

return to emerging markets, particularly as 
infrastructure investment needs increase, pro

ject debt will remain a key source of long-term 

financings. Moreover, as the march toward 

privatization and deregulation continues in 

markets, non-recourse debt will hkely continue 

to help fund these changes. Standard & Poor's 
framework of project risk analysis anticipates 

the problems of analyzing these new opportu

nities, in both capital-debt and bank-loan mar

kets. The framework draws on Standard & 

Poor's experience in developed and emerging 

markets and in many sectors of the economy. 

Hence, the framework is broad enough to 

address the risks in most sectors that expect to 
use project finance debt, and to provide 

investors with a basis with which to compare 

and contrast project risk. • 
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[HECO T-20, p. 15,11. 11-21] 

Regarding surcharge mechanisms, please explain how, if the Company is relieved of all cost 
risks with renewable energy investments, it would have incentive to ensure that only the most 
cost-effective projects are undertaken. 

HECO Response: 

HECO T-20 did not state that the Company would be "relieved of all cost risks with renewable 

energy investments" under surcharge mechanism. In general, the prudency of investments 

related to renewable energy will meet the same standards of prudency as any other project. 

A surchM^ge would, however, better align cost incurrence with cost recovery and may alleviate 

the cash flow strain resulting from making the investment. For example, a surcharge would 

allow for changes in revenues outside of a full rate case and provide a more immediate source of 

cash available for investment in other projects. As stated in HECO T-20, page 15, "a surcharge 

will demonstrate regulatory support and result in more immediate cost recovery [for projects 

required by or in support of renewable energy projects] which could reduce investors' 

perceptions of risk. This may help to maintain the Company's current cost of capital, and 

mitigate a potential degradation in credit quality caused by increasing capital requirements [for 

these renewable related projects]." 
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[HECO T-20, p. 16,11. 11, 12] 

Please provide support for the statement made regarding S&P perceptions of risk regarding 
HECO's purchase power obligations, "over the ye^s . " 

HECO Response: 

Changes in the risk factor assigned by S&P which resulted in increases in the amount of imputed 

debt were the basis for the statement that S&P's perceptions of risk have increased over the 

years. To the best of our knowledge, S&P began imputing debt for purchased power in the 1993 

timeframe. Initially, S&P applied a risk factor of 20% and discount rate of 10%. Beginning 

around 1994, S&P used a risk factor of 15% and discount rate of 10% in calculating the imputed 

debt. Around 2004, they increased the risk factor from 15% to 30%, which increased the amount 

of imputed debt. Around 2006, they decreased the discount rate used from 10% to 6%, which 

increased the amount of imputed debt. Then around 2007, they increased the assigned risk factor 

from 30% to 50%, further increasing the amount of imputed debt. S&P provided HECO their 

assigned risk factors in discussions rather than in writing. The current risk factor of 50% is 

stated in S&P's "Ratings Direct Hawaiian Electric Co., Inc." dated May 23, 2008 (see 

HECO-2008, p. 6). On page 6 of this article, S&P also mentions their decision to apply the 

evergreen treatment to HECO's purchased power contracts, which further increased the amount 

of imputed debt. 
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[HECO T-20, p. 18,1. 23 through p. 19,1. 1] 

Please explain how uncertainty regarding capital expenditures increases financial risk as opposed 
to business risk. 

HECO Response: 

The referenced section of HECO T-20 discusses the potential impacts of HCEI on the Company. 

Uncertainty relating to the requirements for mid technology of capital expenditures relating to 

HCEI increases business risk, in addition to the financing and cost recovery risks which increase 

financial risk. 
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[HECOT-20,p. 21,11. 3-6] 

Please explain how, if DSM-related reductions in per customer usage is accurately estimated, 
DSM programs increase risk for HECO. 

HECO Response: 

The cited testimony (HECO T-20, page 20, lines 3-6) states that: "Companies incur risks when 

they encourage customers to reduce the use of their product, which is the case for HECO where 

DSM Programs aiQ designed to influence the utility customer's uses of energy to produce desired 

changes in demand." 

There is inherent uncertainty in forecasting the future impacts of DSM programs that 

cannot be overcome by hypothetically "accurate" estimates. 

Implementing a DSM program is like introducing a new product or service into a market. 

Just as not all new product introductions are successful, not all DSM programs reach their 

anticipated targets. Implementation can be more difficult and costly than expected. 

Uncertainties (and, therefore, risks) that utilities face when they implement DSM programs 

include (1) limitations on the availability of end-use market baseline data, (2) market risks 

(participation assumptions), (3) infrastructure risks (i.e., vendor capacity to meet the demand 

created by the DSM programs), and (4) performance risks (i.e., ability of equipment to improve 

energy efficiency). The expected demand and energy savings will vary depending on the 

availability of market data and the characteristics of those customers that choose to participate in 

the progrmn (and these pmticipants may differ from those assumed to participate when planning 

the program). Attainment of participation rates might be more difficult than anticipated. 
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Once implemented, there are uncertainties regarding the duration ofthe reductions, 

particularly in the case of load management programs where customers commit to the programs 

for limited periods, and may opt out if participation becomes unduly burdensome. 

As a result, there are also service reliability risks when a non-interconnected island-utility 

relies on customer-driven energy efficiency or load management resources before adding 

supply-side resources. Uncertainty in estimating DSM demand reductions could result in 

inappropriately advancing the need for the next generating unit if the reductions me 

underestimated, or inappropriately postponing the next generating unit if the reductions me 

overestimated. This has implications on service reliability and the levels of future finmicial 

commitments for the next generating resource. These risks are further increased when a 

third-party achninistrator administers and implements the energy efficiency DSM programs, in 

which case the utilities would need to rely on the DSM impact projections from the third-party 

administrator. 

Even the successful implementation of DSM programs mid "accurate" estimation of 

program impacts do not eliminate all risks associated with DSM programs, particularly financial 

risks arising out of energy efficiency programs designed to reduce sales as well as peak impacts. 

It is well recognized that lost sales result in net lost margins, since energy sales recover a portion 

ofthe utility's fixed costs. Even if the utility accurately estimates DSM-related reductions, there 

are uncertainties as to whether the utility will be able to fully recover the revenue shortfall 

resulting from the DSM programs on a timely basis through the regulatory process. 

Further, despite the qualifier to the question, there is a risk of actual DSM reductions in 

demand and/or energy not matching rate case test year forecasts and risks associated with 

continuing DSM programs after the test year. 
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[HECO T-20, p. 22,11. 24-26] 

Is it unusual for a utility in a time period in which it is building plant to have "negative cash 
flow" (i.e., to rely on the capital markets for some ofthe funding of that plant)? If the response 
is affirmative, please provide all available support. 

HECO Response: 

No, it is not unusual for a utility to need to rely on capital markets for some funding ofthe plant 

when it is building new plant. 
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[HECOT-20,p. 24,11. 5,6] 

Is it also true for depreciation expense, taxes mid corporate overhead that those expenses must be 
paid "before shareholders receive any compensation for the use of their funds?? If not, please 
explain why not. 

HECO Response: 

Taxes and corporate overhead are expenses that must be paid before shareholders receive 

compensation for the use of their funds. Although depreciation expense is a non-cash item, it is 

a deduction, like taxes and corporate overhead, from revenue in determining net income which is 

the retum on shareholders' investment. 

[Note: This response is the same as HECO's response to DOD-IR-63 in Docket No. 2006-0386, 

HECO's 2007 test year rate case.] 
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[HECO T-20, p. 24] 

Please explain how a competitive bidding requirement could result in "additional power 
purchase contracts." Provide actual examples from Company experience to support your 
response. 

HECO Response: 

On December 8, 2006, the Commission issued Decision and Order No. 23121 in Docket 

No. 03-0372 "Instituting a Proceeding to Investigate a Competitive Bidding for New Generating 

Capacity in Hawaii" which included adoption ofthe "Framework for Competitive Bidding". The 

"Frmnework for Competitive Bidding" states: "Competitive bidding shall enable the comparison 

of a wide range of supply-side options, including PPAs, utility self-build options, turnkey 

arrangements (i.e., build and transfer options), and tolling arrangements where practical" 

(paragraph II.B.2). It also states: "Competitive bidding, unless the Commission finds it to be 

unsuitable, is established as the required mechanism for acquiring a future generation resource or 

a block of generation resources, whether or not such resource has been identified in a utility's 

IRP.. ." (paragraph II.A.3). 

The current HECO non-firm renewable energy request for proposals ("HECO RE RFP") 

is the first implementation of competitive bidding for HECO generation. The HECO RE RFP is 

currently in progress. It is reasonable to expect that the Company will receive proposals in 

response to the RE RFP, select one or more proposals and ultimately execute one or more 

purchase power contracts with the winning bidder or bidders. Therefore, this competitive 

bidding RFP and future RFPs could result in additional power purchase contracts. 
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In addition, there were three proposed projects which were grandfathered from the 

competitive bidding process. In accordance with the deadline established by the Commission, 

HECO submitted term sheets for the grandfathered projects to the Commission on September 3, 

2008. HECO is further required to submit a schedule to the Commission which establishes a 

timeline for completion and execution ofthe power purchase contracts and the planned 

installation mid in-service dates for each project. 
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[HECO T-20, pp. 26, 27] 

a) Please provide a complete copy ofthe May 23, 2008 S&P report on Hawaiian Electric 
Company cited in footnote 25. 

b) Please provide copies of all correspondence, (letters, e-mails, telephone logs) between 
HECO/HEI and Standard & Poor's during the time period between the Company's most 
recent bond rating presentation and the publication ofthe May 23, 2008 report on HECO. 

c) What has been the S&P bond rating for HEI and HECO each yem from 2000 through 
2008? Please provide support for your response. 

HECO Response: 

a. Please refer to exhibit HECO-2008 in this rate proceeding, for a copy ofthe May 23, 2008 

S&P report on HECO. 

b. HECO objects to providing the information requested on the grounds that the 

correspondence between HECO and Standard & Poor's ("S&P") contains privileged 

commercial and financial information (including forecast eamings impacts), which is 

maintained by HECO and S&P as non-public, confidential information. In addition, 

correspondence between HEI and S&P is not relevmit to the issues in this docket. While 

HEI is the parent of HECO, the Commission generally has ruled that HEI, as a diversified 

holding company, is not an appropriate proxy for HECO or its utility subsidiaries in 

determining their cost of capital. (See Decision and Order No. 11317 in Docket No. 6531 

(HECO's 1990 test year rate case) and Decision and Order No. 10993 in Docket No. 6432 

(HELCO's 1990 test year rate case).) 

Without waiving its objection, upon issuance of a protective order in this 

proceeding, HECO will provide correspondence between HECO and S&P as Attachment 1 

of this response. However, HECO objects to providing forward-looking income and 
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eamings information on the grounds the unprotected disclosure of information could 

trigger requirements under the rules and guidance ofthe Securities and Exchange 

Commission mid/or the New York Stock Exchange that information that would be 

meaningful to investors (such as emnings forecasts) be released to all investors, if the 

information is disclosed beyond a limited number of "insiders." Forecast eamings, etc. are 

the types of information that, if selectively released, could violate such requirements. 

HECO objects to providing the information contained in the correspondence relating to 

HELCO and MECO, even under protective order, on grounds that such information is not 

relevmit to this docket. 

During the time period between the Company's most recent bond rating presentation 

and the publication ofthe May 23, 2008 report on HECO, Ms. Sekimura did have 

telephone conversations with S&P regarding the following subject matters: ratings, 

ECAC, imputed debt, pension tracking mechanism and HECO's 2005 test year rate case 

refund. 

c. Please refer to HECO's response to CA-IR-11 for S&P's bond rating for HEI and HECO 

from 2000 to the present. 
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Attachment 1 is confidential and will be provided 

after a Protective Order is issued in this proceeding. 
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DOD-IR-49 

[HECO T-20, p. 30,11. 4-7] 

Are investors aware of HECO's purchased power obligations? Please provide support for your 
response. 

HECO Response: 

HECO discloses its purchased power obligations in public filings to investors (e.g.. Form 10-Q 

and 10-K). Reports prepared by rating agencies that describe HECO also reflect that rating 

agencies are aware ofthe Company's purchased power obligations. 
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[HECOT-20,p. 35,11. 11-22] 

Please provide documentation from Standard & Poor's which shows that the manner in which 
bond rating agency calculates HECO's PPA debt imputation for each ofthe Company's 
purchased power contracts comports with that included in the Company's testimony in this 
proceeding. [For example, for each purchased power agreement, please show the net present 
value equals the assumed annual payments, discounted at the Company's cost of debt and 
adjusted by 50%, and that the adjusted present value of all of those purchased power contracts 
sums to the total amount of debt imputed by S&P.] 

HECO Response: 

HECO's PPA debt equivalent calculation that was presented in Direct Testimony (T-20), 

HECO-WP-2016, pages 14 through 17, was based on the Company's understanding of S&P's 

debt equivalent calculation, as explained in S&P's Ratings Direct for HECO, dated May 23, 

2008 (see HECO-2008, page 6). HECO's PPA debt equivalent calculation presented in HECO 

T-20 assumed a discount rate of 6% and a 50% risk factor, based on the information provided by 

S&P in their May 31, 2006 (see HECO-1914, page 4 in Docket No. 2006-0386, HECO 2007 test 

year rate case) and May 23, 2008 (see HECO-2008, page 6 in this proceeding) reports, 

respectively. 

The Company is providing the excel spreadsheets for HECO-WP-2016, pages 14 through 

17, in response to DOD-IR-54. The electronic spreadsheets display the assumptions for the 

monthly purchased power payments to AES, Kalaeloa and H Power, and show how the net 

present values are calculated using a 6% discount rate, then adjusted for the 50% risk factor, 

resulting in the purchased power debt equivalents summarized on HECO-WP-2016, page 14. 

As stated in the response to DOD-IR-54, the Company inadvertently did not include the implied 

depreciation expense associated with the purchased power contracts in the ratio calculations 
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presented in HECO-WP-2016, pages 1 through 13. Attachment 1 ofthe response to DOD-IR-54 

provides the calculation ofthe implied depreciation expense associated with the purchased power 

contracts and the revised ratios. 

As discussed in HECO T-20, pages 49 through 50, if S&P reduced the risk factor for the 

Company's power purchase agreements from 50% to 25%, it would improve all three financial 

ratios, as adjusted by S&P. Based on the revised financial ratios presented in Attachment 1, 

page 8 (HECO-2016, revised 10/6/08) ofthe response to DOD-IR-54, the Company's fimds from 

operations/total debt ratio would improve from 19% to 23%, and would be consistent with a 

BBB- rating. The Company's funds from operations/interest coverage ratio would improve from 

4.2x to 5.1x and equate to a rating in the A category. The Company's total debt/total 

capitalization (with adjustment for purchased power imputed debt) would improve from 56% to 

51%, consistent with a BBB- rating. In general, with the requested rate relief and if the imputed 

debt risk factor were decreased to 25%, HECO's financial ratios improve significantly as 

presented in Attachment 1, page 8 (HECO-2016, revised 10/6/08) ofthe response to DOD-IR-54, 

so as to easily sustain the Company's current BBB rating, with the potential for further 

improvement. Improvement in HECO's credit ratings could lower the Compmiy's cost of 

capital, which translates into lower rates. 

Altematively, the reduction in risk factor (decrease in imputed debt) could be used to 

increase the proportion of actual debt in HECO's capital structure. This would decrease the 

proportion of equity. This would lower the weighted average cost of capital. 
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DOD-IR-51 

[HECO T-20, pp. 36, 37,11. 1-4] 

a) What portion of purchased power expenses are recovered through the ECAC mechanism 
and what portion is recovered in base rates? Please provide support for your response. 

b) Please provide the dollar amount of purchased power expenses recovered through base 
rates versus the costs of purchased power to be recovered in base rates each year over the 
past ten yems. Please provide supporting documentation. 

HECO Response: 

a. The approved test yem purchased power expenses for capacity, operations and 

maintenance, energy, mid all other purchased power expenses me included in and 

recovered through base rates. Generally, when the actual fuel and fuel-related cost 

component of purchased power expense is more or less than the amount included in base 

rates, the difference is collected or returned to ratepayers via the monthly energy cost 

adjustment factor, per the Energy Cost Adjustment Clause in HECO's rates (Sheet No. 63, 

No. 63A, and No. 63B). The determination of what energy cost components ofthe 

purchased power agreements can be recovered through the ECAC mechanism can be 

found in the various Commission Decision and Orders for each purchased power contract. 

See also HECO's response to DOD-IR-14. 

b. HECO's approved base rates remained unchmiged between January 1, 1997 and June 19, 

2008 per the 1995 test year rate case. The purchased power expense included in revenue 

requirements in the 1995 test year rate case was $235,072,000, and the electric sales used 

to determine revenue requirements were 6,812.9 GWH, per Decision and Order No. 14412 

(December 11, 1995) in Docket No. 7766. Recorded GWH sales over the last 10 years are 

as follows: 
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Year 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

2007 

GWH Sales 

6,938.4 

6,998.0 

7,211.8 

7,276.6 

7,390.4 

7,522.2 

7,732.8 

7,721.3 

7,700.6 

7,675.4 

In the years after a rate case, the revenues generated from sales (based on based 

rates, the ECAC, and other surcharges, including the AES surcredit) have to recover all 

costs incurred by the utility. HECO's earned rate of retum on rate base (as calculated for 

ratemaking) was lower than the rate of retum used to determine revenue requirements in 

9 ofthe 10 yems following the 1995 rate case. 

The vmiable O&M, and fixed O&M components of the energy charge and the 

capacity charge and bonus payment for AES Hawaii, the non-fuel (O&M) component of 

the energy charge mid capacity charge for Kalaeloa, and the capacity charge for H-Power 

are included in base rates, and changes in the costs for these item are not currently 

recovered through the ECAC or other adjustment clause (with the exception ofthe 

reduction in the AES Hawaii capacity charge, which was flowed through to ratepayers 

through the AES surcredit). The test yem expenses for the fuel component ofthe energy 

charge for AES Hawaii, the fuel, and fuel additive components ofthe energy charge for 

' The capacity charge component in HECO's PPA with AES Hawaii was reduced in 2003, and the savings were 
passed through to ratepayers through the AES surcredit until final rates reflecting this lower capacity charge 
became effective in the 2005 test year rate case. 



DOD-IR-51 
DOCKET NO. 2008-0083 
PAGE 3 OF 4 

Kalaeloa, and the energy charge for H-Power are included in base rates at the conclusion 

of a rate case, and differences in the costs for these items from the test year estimates me 

recovered (if higher) or returned (if lower) through the ECAC. 

The estimated amounts for expenses arising out ofthe variable O&M, and fixed 

O&M components ofthe energy chmge and the capacity charge and bonus payment for 

AES Hawaii, the non-fuel (O&M) component ofthe energy charge mid capacity charge for 

Kalaeloa, mid the capacity charge for H-Power included in revenue requirements in the 

HECO's 1995, 2005 and 2007 test year rate cases were as follows: 

AES Kalaeloa H-Power 

TY 
1995 $92,982,000 $46,969,000 $7,175,000 

TY 
2005 $95,270,000 $54,369,000 $6,901,000 

TY 
2007 $97,622,700 $53,533,000 $6,877,000 

The actual mnounts recorded for these items for the period from 1998 through 2007 were 

as follows: 

AES Kalaeloa H-Power 

1998 $97,240,000 $47,144,000 $6,807,000 

1999 $95,212,000 $46,995,000 $6,621,000 

2000 $91,236,000 $46,560,000 $6,608,000 

2001 $94,995,000 $47,420,000 $5,864,000 

2002 $95,000,000 $47,448,000 $6,112,000 

2003 $97,507,000 $47,968,000 $6,936,000 

2004 $95,515,000 $48,029,000 $6,812,000 

2005 $97,426,000 $51,142,000 $6,033,000 

2006 $93,855,000 $52,440,000 $6,970,000 

2007 $96,094,000 $52,798,000 $6,198,000 
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The detailed expense amounts for the variable O&M, fixed O&M, capacity charge and 

bonus payment for AES Hawaii, the non-fuel (O&M) component of the energy charge and 

capacity charge for Kalaeloa, and the capacity chmge for H-Power for the 1998-2007 

period are provided as Attachment 1 to this response. 
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DOD-IR-52 

[HECO T-20, p. 37] 

a) What percentage risk factor did S&P apply to HECO's purchased power obligations prior 
to the passage of Act 162? 

b) What was HECO's S&P bond rating prior to the passage of Act 162? 
c) What has been HECO's S&P bond rating subsequent to the passage of Act 162? 

HECO Response: 

a. Prior to the passage of Act 162, which was signed into law on June 2, 2006, S&P appUed a 

30% risk factor to HECO's purchased power obligations. In 2007, this risk factor 

increased to 50%. Please refer to HECO's response to DOD-IR-42 for the risk factors 

S&P applied to HECO's purchased power obligations. 

b. S&P's corporate credit rating assigned to HECO prior to the passage of Act 162 was 

'BBB+' and in May 2007, S&P lowered HECO's corporate credit rating to 'BBB'. See 

HECO's response to CA-IR-11, Attachment 1, page 1, for other ratings on HECO. 

c. See response to b. 
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DOD-IR-53 

[HECO T-20, pp. 40, footnote 34] 

Please provide a complete copy of HECO WP-1709, from Docket 7766. 

HECO Response: 

See Attachment 1 of this response for a complete copy of HECO-WP-1709 from Docket 

No. 7766. 
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HECO-1709 
D O C K E T \ J O . 77 66 
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Pre-Tax Interest Coverage: 

20% 
Capacity 

Net Income 

AFUDC 

Income Taxes 

Interest (a) 

Int on Capacity (a) 

Totai (b) 

56,838 (1) 

(8,124) (1) 

33,233 (2) 

27,325 (1) 

17,914 (3) 

127,186 

Interest Coverage 
(b)/ (a) 2.81 

(1) HECO-WP-1709, Docket No. 7766, Page 12 of 15 

(2) HECO-1901, Docket No. 7766, Page 1 of 1 

(3) HECO-WP-1709, Docket No. 7766, Page 13 of 15 
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1995 
HECO 

HECO-WP-1709 
DOCKET NO. 7 766 
PAGE 2 OF 15 
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HECO-1709 
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Cash Retained Earnings 

Net Income 

Prfd Dividends 

Common Dividends 

AFUDC 

Cash Retained Earnings 

20% 
Capacity 

5 6 , 8 3 8 ( 1 ) 

( 4 , 3 8 6 ) ( 2 ) 

( 3 9 , 3 3 9 ) ( 2 ) 

( 8 , 1 2 4 ) ( 1 ) 

4 , 9 8 9 
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1995 
HECO 

HECO-WP-1709 
DOCKET NO. 77 66 
PAGE 4 OF 15 

(1) HECO-WP-1709, Docket No. 7766, Page 2 of 15 

(2) HECO-WP-1709, Docket No. 7766, Page 12 of 15 



Funds from Operations Interest Coverage: 

20% 
Capacity 

Cash Retained Earnings 

Depreciation 

Deferred Income Taxes 

ITC 

Prfd Dividends 

Common Dividends 

Interest (a) 

Int on Capacity (a) 

Total (b) 

4,989 (1) 

59,935 (2) 

(4,690) (3) 

(721) (4) 

4,386 (1) 

39,339 (1) 

27,325 (5) 

17,914 (5) 

148,477 

Interest Coverage 
(b)/ (a) 

3 . 2 8 
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1995 
HECO 

HECO-WP-1709 
DOCKET NO. 77 66 
PAGE 5 OF 15 

(1) 

(2) 

(3) 

(4) 

HECO-WP-1709, Docket No. 7766, Page 4 of 15 

HECO-1901 Docket No. 7766, Page 1 of 1 

HECO-1307, Docket No. 7766, Page 1 of 1 

Total Federal Amortization 
State Amortization net of tax 

(1,163) Per HECO-130S, Page 1 of 1 
442 Per HECO-1309, Page 1 of 1 

({$8,580-$7,857) x 61.0902% 

(721) 

(5) HECO-WP-1709, Docket No. 7766, Page 2 of 15 
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Total Debt (a) 

Total Capital (b) 

5 9 8 , 3 3 9 

1 , 1 1 0 , 7 2 3 
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1995 
HECO 

Total Debt/Total Capital: 
20% 

Capacity 

HECO-WP-1709 
DOCKET NO. 7766 
PAGE 7 OF 15 

Ratio (a)/(b) 

CAPITALIZATION BALANCES 

Current Total Debt 

Debt Equivalent (20%) 

Revised Total Debt 

Preferred Stock 

Common Stock 

Total 

0.54 

1995 

420,120 (1) 

178,219 (2) 

598,339 

64,093 (3) 

448,291 (4) 

1,110,723 

1994 

393,220 (1) 

180,064 (2) 

573,284 

60,143 (3) 

418,956 (4) 

1,052,383 

(1) 1995 

420,120 

1994 

Revenue Bonds 
First Mortgage Bonds 
Mid-Term Notes 
Short-term Debt 

299,580 
23,000 
50,000 
47,540 

(A) 
(A) 
(A) 
(B) 

259,580 
34,000 
50,000 
49,640 

(A) 
(A) 
(A) 
(B) 

393,220 

(A) Year-end balance per HECO-1205, Docket No. 7766, Page 1 & 2 of 2 
(B) Year-end balance per HECO-1204, Docket No. 7766, Page 1 of 1 

(2) HECO-WP-1709, Docket No. 7766, Page 13 of 15 

(3) Year-end balance per HECO-1206, Docket No. 7766, Page 1 of 1, 
excluding Unamortized Issue Expense and Amortization of Expense, 

(4) Year-end balance per HECO-1207, Docket No. 7766, Page 1 of 1, 
excluding Preferred Stock Issue Expense. 
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1995 
HECO 

Net Cashflow to Capital Expenditures: 

20% 
Capacity 

DOD-IR-53 
DOCKET NO. 2008-0083 
ATTACHMENT 1 
PAGE 9 OF 15 

HECO-WP-1709 
DOCKET NO. 7766 
PAGE 9 OF 15 

Cash R e t a i n e d E a r n i n g s 

D e p r e c i a t i o n 

D e f e r r e d Income T a x e s 

ITC 

4 , 9 8 9 (1) 

5 9 , 9 3 5 (2) 

( 4 , 6 9 0 ) (2) 

(721) (2) 

T o t a l ( a ) 5 9 , 5 1 3 

T o t a l C o n s t r u c t i o n 
E x p e n d i t u r e s (b) 1 0 3 , 0 0 0 (3) 

R a t i o ( a ) / ( b ) 0 . 5 8 

(1) HECO-WP-1709, D o c k e t No. 7 7 6 6 , P a g e 4 of 15 

(2) HECO-WP-1709, D o c k e t No. 7 7 6 6 , P a g e 5 of 15 

(3) HECO-1201, D o c k e t No. 7 7 6 6 , P a g e 1 o f 1 
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HECO-1709 
DOCKET NO, 77 
PAGE 5 OF 5 
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Funds from O p e r a t i o n s / A v e r a g e T o t a l Debt: 

20% 
Capac i ty 

Cash Retained Earnings 

Depreciation 

Deferred Income Taxes 

ITC 

Prfd Dividends 

Common Dividends 

Total (a) 

4,989 

59,935 

(4,690) 

(721) 

4,386 

39,339 

103,238 

(1) 

(1) 

(1) 

(1) 

(1) 

(1) 

Average Debt (b) 

R a t i o ( a ) / ( b ) 

585,812 (2) 

0.18 
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1995 
HECO 

HECO-WP-1709 
DOCKET NO. 7766 
PAGE 11 OF 15 

(1) HECO-WP-1709, Docket No. 7766, Page 5 of 15 

(2) HECO-WP-1709, Docket No. 7766, Page 7 of 15: ((598,339+573,284)/2) 
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Hawaiian Eiectric Company, Inc. 
Income Statement 
Test Year 1995 

HECO-WP-1709 
DOCKET NO. 7766 
PAGE 12 OF 15 

Operating Income 

AFUDC 

Interest Expense 

Net Income 

Dividends on Preferred Stock 

Net Income for Common 

Dividends on Common Stock 

Retained Earnings 

$ 76,039 (1) 

8,124 (2) 

27,325 (3) 

56,838 

4,386 (4) 

52,452 

39,339 (5) 

$ 13,113 

(1) HECO-1901, Docket No. 7766, Page 1 of 1 

(2) HECO-1201, Docket No. 7766, Page 1 of 1 

3) Long-term interest 
Short-term interest 

25,381 (A) 
1,944 (B) 

27,325 

(A) HECO-1205, Docket No. 7766, Page 2 of 2 
(B) Per HECO-1204: $48,590,000 x 4.0% 

(4) HECO-1206, Docket No. 7766, Page 1 of 1 

(5) 75% dividend payout ratio ($52,452 x .75) 
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HECO-WP-1709 
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1995 Purchase Power Credit Impact Using the Standard and Poors Method 

Debt Equivalent (5000) 

AES 

Kalaeloa 

H-Power 

Total 

Beoinning of 
Year 

114,635 

52,589 

12,840 

180,064 

End of Year 

113.728 

51,849 

12.642 

178,219 

Average 

114,182 

52,219 

12,741 

179.142 

Interest 
Equivalent 

($000) 

11,418 

5.222 

1.274 

17,914 



DOD-IR-53 
DOCKET NO. 2008-0083 
ATTACHMENT 1 
PAGE 14 OF 15 

HECO-WP-1709 
DOCKET NO. 7 7 6 6 
PAGE 14 OF 1 5 

g 

' > 
CD 

CE 
CO 

"cS 
a: 
_co 
o 
O 

DL 

CO 

CO 

CO 

I 

1 
a. 
CO 

CD 

1 B c 

f i l = 

fill 
11 f s 

W Qj 

C 

• • = ' C 

V) o 

Si 

> 

CL S 
ae -5 

c 5 
• D 

nil 
c o S S 
• E -^ iS 05 t_ "5. « 

a> § a; -^ 
£ 8 :> ^ 

03 

US, 

T5 O 

2 £ r | 
$ W CD 

I a; « 
HI 

w ra 2 E 

?^ o o .2 
i : c F o 
« to ^ c 
•o i c ° c 

~ "5 .£ o 

r: .E g § 
S = o 5 

« S 9 

Q. 2 OJ S :£ 
00 C € C) Ol 
CO oi • ; " " x : 

U- < CO 
w . , " ^ 
£ a; >- cn ro 
c o S o 

•itifi 
m - m 3 ? 

11 ill 
- <» o | £ 

=— i( w C O) 

' I If 
"O 

3 e 
>» m = . 
E • - a> 

(D ^ to 

« S s 

||i 
o 2 >. 

= = ?̂  ft 

01 .£ 

<D 

ts O 

8 

« £ a) 
•5 -E 5 ^ S5 

2 .%&'.£ o 
> CD W £ 

V £ (A . a O) ~ CO 
3 » 
t - 2 £•§•« 
2 2 ffl fe 1 

OJ c c a> Q) 

r ^ o E s 

"5 -" :?> 

x : f~ OJ 

HI 

w ¥ « 

CO JC 
( ! ) - • ( / ) 

C O ) " 
•55 S* « 
s £ S 
"" "̂  c 
^ i " to w 

Of ^ S 
V 03 M 

•oil 

CtS <D . E 



DOD-IR-53 
DOCKET NO. 2008-0083 
ATTACHMENT I 
PAGE 15 OF 15 

HECO-WP-1709 
DOCKET NO. 77 66 
PAGE 15 OF 15 

( 

g 
52 

' > 
CD 
tr 
CO 
CD! 

c 
"5 
tr 
o o 

0-
o3 

CD 
- D 
C 
CD 

CO 

in »- « o 
T- T- -r- ffl 
V 

CJ 
<^ - * a O 

o 
^ oo Irt ^ 

• T- CJ n 
N. 

a 
m 

a 
m 
n 

m i n 
O f^ O f^ 
c i ^ cJ eg 
V 

^ • ^ 

u^ cvj TO V 

I ' -

< 
* ® . . 

oi 

CD 
m 

0 
m 
o 

< 

m m m 
r- CJ r- (O 
•r̂  *-; t - c i 

" h- t o »ft 
' -F̂  c i CJ 

. ci o V 

s S (S S IS 

iCJ 
fi l<C O V CD 
O I ' LÎ  m ^ 
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DOD-IR-54 

[HECO T-20, p. 46,1. 16] 

a) Please provide WP-2016 in an electronic spreadsheet format with all cells unlocked, 
formulas available and original data available. 

b) Has the Company included increased depreciation/mnortization associated with purchased 
power contracts? If not, please explain why not. 

HECO Response: 

a. The electronic spreadsheets for HECO-WP-2016, pages 1 through 18, are being provided 

as requested. 

b. The Company inadvertently did not include the implied depreciation expense associated 

with the purchased power contracts in the ratio calculations presented in HECO-WP-2016, 

pages 1 through 13. See Attachment 1 of this response for the calculation ofthe implied 

depreciation associated with the purchased power contracts and the revised ratios. 

Based on the revised ratios presented in Attachment 1 of this response, HECO T-20, 

page 46 (line 18) through page 47 (line 18) should now read as follows: 

A comparison of HECO's theoretical ratios to the fmancial guidelines applicable to HECO 

is shown on HECO-2016 (revised 10/6/08) presented in Attachment 1, page 8 ofthe 

response to DOD-IR-54. 

Without rate relief (at current rates), HECO's credit ratings with its business profile of 

"strong" would line up as follows within S&P's fmancial risk parameters: 

• The funds from operations/total debt ratio of 14% is indicative of a BB+ rating; 

• The funds from operations/interest coverage ratio of 3.4x is indicative of a BBB rating; 

• The total debt/total capital ratio of 56% is indicative of a rating of BB+. 



DOD-IR-54 
DOCKET NO. 2008-0083 

PAGE 2 OF 2 

In general, without rate relief, S&P's fmancial guidelines would point to a BBB- credit 

rating for the Company, one notch below its current corporate credit rating. 

With rate relief (with the CIPI Generating Unit step increase): 

• The funds from operations/total debt ratio of 19% would be indicative of a BBB- rating; 

• The funds from operations/interest coverage ratio of 4.2x would be indicative of a rating 

on the borderline between A and A-; 

•No chmige to the total debt/total capital ratio of 56% would be indicative of a BB+ rating. 
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Calculation of Depreciation Adjustment for S&P Financial Ratios 
Related to Purchased Power Agreements 
($ OOO's) 

Source: 

AES 
Kalaeloa 
H Power 
Total 

A 

2009 Capacity 
Pmt 

HECO-WP-
2016, p.15, 16, 

&17 

56,318 
32,719 
6,944 

B 

Risk Factor 

HECO-WP-
2016, p.14 

50% 
50% 
50% 

C = A x B 

28,159 
16,360 
3,472 

D 

Implied PPA Int 
Exp for 2009 

HECO-WP-
2016, p.14 

15,792 
7,954 
1,703 

25,448 

E = G-D 

Deprec Exp 
Adj 

12,367 
8,406 
1,769 

22,543 

Per Standard & Poor's Rating Direct article, "Standard & Poor's Methodology For Imputing 
Debt for US, Utilities' Power Purchase Agreements" dated May 7, 2007, S&P stated: 
"We derive the depreciation expense adjustment by multiplying the relevant year's capacity 
payment obligation by the risk factor and then subtracting the implied PPA-related interest 
expense for that year from the product of the risk factor times the scheduled capacity 
payment." 
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Hawaiian Electric Company, Inc, 
Test Year 2009 

Funds from Operations / Average Total Debt 
NO Rate Increase (Current Rates) & WITH Debt Equivalent 
Based on II.25% Earned Retum on Common Equity 

$ in thousands 

70,081 

83T83 

HECO-WP-2016 
DOCKET NO, 2008-0083 
PAGE 2 OF 18 
(REVISED 10/6/08) 

Operating Income 

Depreciation 

Depreciation adjustment for Operating Leases 

Implied Depreciation for Purchased Power Commitments 

Deferred Income Taxes 

Amortization of State ITC 

State Capital Goods Excise Credit 

Interest Expense: 
Short-term interest 
Long-term interest 
Hybrid interest 

Total Interest Expense 

Total 

Average Debt: 

Short-term Debt 

Long-term Debt 

Hybrid^ 

CBS Debt (50%) - Purch Pwr Commitments ^ 

OBS Debt - Operating Leases 
Average Total Debt 

FFO to Ave Total Debt Ratio (A)/(B) 

Net of unamortized discount on outstanding revenue bonds. 

Excludes unanioitized costs. 

Off-balance sheet (OBS) debt is not reflected in the book numbers. Represents the imputed debt ofthe Company's 

purchased power commitments and operating leases. 

HECO 
Reference 

2301 

2301 

1 

1,840 

22,543 

3,009 

(1,462) 

2,581 

(713) 
(30,571) 

(2,051) 
(33,335) 

148,440 A 

21,951 

580,620 

31,546 

431,033 

17,289 
1,082,439 B 

14%| 

Per caiculation from Budgets Dhision 

DOD-IR-54, Attach 1 p. I 

WP-2301,p, 12 

2301 

WP-2301,p, 12 

2002 
2003 
2004 

2002 

2003 & WP-2003, p.5 

2004 

WP-2016, p, 14 

Per calculation from Budgets Dhision 



Hawaiian Electric Company, Inc. 
Test Year 2009 

Funds from Operations Interest Coverage 
NO Rate Increase (Current Rates) & WITH Debt Equivalent 
Based on 11.25% Earned Retum on Common Equity 

Operating Income 

Depreciation 

Deferred Income Taxes 

Amortization of State ITC 

State Capital Goods Excise Credit 

Implied Depreciation for Purchased Power Commitments 

Interest on OBS Debt - Purchased Power Commitments 

Interest on OBS Debt - Operating Leases 

Total 

Total Debt Requirement (ST, LT & Hybrids) 

Interest on OBS Debt - Purchased Power Commitments 

Interest on OBS Debt - Operating Leases 

$ in thousands 

70,081 

83,183 

3,009 

(1,462) 

25,448 

DOD-IR-54 
DOCKET NO. 2008-0083 
ATTACHMENT 1 
PAGE 3 OF 8 

HECO-WP-2016 
DOCKET NO. 2008-0083 
PAGE 3 OF 18 
(REVISED 10/6/08) 

HECO 
Reference 

2301 

2301 

WP-2301,p. 12 

2301 

2,581 WP-2301,p. 12 

22,543 DOD-IR-54, Attach 1 p. 1 

WP-2016, p. 14 

1 , 0 3 V Per calculation from Budgets Division 

206,420 A 

35,075 

25,448 

1,037 

WP-2016, p. 1 

WP-2016, p. 14 

Per calculation from Budgets Division 

61,560 B 

Fund from Operations Interest Coverage (A)/(B) 3.4 x 

Interest on off-balance sheet (OBS) debt is not reflected in the book numbers. 

Interest on the OBS debt related to purchased power commitments and operating leases represents the 

interest expense that the Company would have incurred if the debt equivalent related to purchased power 

commitments and operating leases were reflected as a debt obligation on the Company's balance sheet. 



Hawaiian Electric Company, Inc. 
Test Year 2009 

DOD-IR-54 

DOCKETNO. 2008-0083 
ATTACHMENT 1 
PAGE 4 OF 8 

HECO-WP-2016 
DOCKETNO. 2008-0083 
PAGE 7 OF 18 
(REVISED 10/6/08) 

Funds from Operations / Average Total Debt 
WITH Rate Increase (CIPI Generating Unit Step) & WITH Debt Equivalent (50% Risk Factor) 
Based on 11.25% Earned Retum on Common Equity 

HECO 
$ in thousands Reference 

124,042 2301 Operating Income 

Depreciation 

Depreciation adjustment for Operating Leases 

Implied Depreciation for Purchased Power Commitments 

Deferred Income Taxes 

Amortization of State ITC 

State Capital Goods Excise Credit 

Interest Expense: 
Short-term interest 
Long-term interest 
Hybrid interest 

Total Interest Expense 

Total 

Average Debt: 

Short-term Debt 

Long-term Debt 

Hybrid^ 

OBS Debt (50%) - Purch Pwr Commitments ^ 

OBS Debt - Operating Leases 
Average Total Debt 

FFO to Ave Total Debt Ratio (A)/(B) 

Net of unamortized discount on outstanding revenue bonds. 

Excludes unamortized costs. 

Off-balance sheet (OBS) debt is not reflected in the book numbers. Represents the imputed debt ofthe Company's 

purchased power commitments and operating leases. 

83,183 

1,840 

22,543 

3,009 

(1,462) 

2,581 

(713) 
(30,571) 

(2,051) 
(33,335) 

202,401 

21,951 

580,620 

31,546 

431,033 

17,289 
1,082,439 

19% 

2301 

Per calculation fium Budgets Division 

DOD-IR-54, Attach 1 p, 1 

WP-2301,p. 12 

2301 

WP-2301,p. 12 

2002 
2003 

2004 

A 

2002 

2003 & WP-2003, p.5 

2004 

WP-2016, p. 14 

Per calculation &om Budgets Division 

B 



Hawaiian Electric Company, Inc. 
Test Year 2009 

DOD-IR-54 
DOCKETNO. 2008-0083 
ATTACHMENT 1 
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HECO-WP-2016 
DOCKET NO. 2008-0083 
PAGE SOE 18 
(REVISED 10/6/08) 

Funds from Operations Interest Coverage 
WITH Rate Increase (CIPI Generating Unit Step) & WITH Debt Equivalent (50% Risk Factor) 
Based on 11.25% Earned Retum on Common Equity 

HECO 
Reference 

Operating Income 

Depreciation 

Deferred Income Taxes 

Amortization of State ITC 

State Capital Goods Excise Credit 

Implied Depreciation for Purchased Power Commitments 

Interest on OBS Debt - Purchased Power Commitments^ 

Interest on OBS Debt - Operating Leases ^ 

Total 

Total Debt Requirement (ST, LT & Hybrids) 

Interest on OBS Debt - Purchased Power Commitments^ 

Interest on OBS Debt - Operating Leases ̂  

$ in thousands 

124,042 

83,183 

2301 

2301 

3,009 

(1,462) 

2,581 

22,543 

25.448 

WP-230Lp. 12 

2301 

WP-2301,p. 12 

DOD-IR-54, Attach 1 p. 1 

WP-2016, p, 14 

1,037 Per calculation from Budgets Division 

260.381 

35,075 

25,448 

L037 
61.560 

A 

B 

WP-2016, p. 1 

WP-2016, p. 14 

Per calculation from Budgets Division 

Fund from Operations Interest Coverage (A)/(B) 4.2 X 

hiterest on off-balance sheet (OBS) debt is not reflected in the book nimibers. 

hiterest on the OBS debt related to piuchased power commitments aud operating leases represents the 

interest expense thai the Company would have incurred if the debt equivalent related to purchased power 

commitments and operating leases were reflected as a debt obligation on the Company's balance sheet. 



Hawaiian Electric Company, Inc. 
Test Year 2009 

DOD-IR-54 

DOCKET NO. 2008-0083 
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HECO-WP-2016 
DOCKET NO. 2008-0083 
PAGE 11 OF 18 
(REVISED 10/6/08) 

Funds from Operations / Average Total Debt 
WITH Rate Increase (CIPI Generating Unit Step) & WITH Debt Equivalent (25% Risk Factor) 
Based on 11.25% Earned Retum on Common Equity 

HECO 
$ in thousands Reference 

Operating Income 

Depreciation 

Depreciation adjustment for Operating Leases 

Implied Depreciation for Purchased Power Commitmentt 

Deferred Income Taxes 

Amortization of State ITC 

State Capital Goods Excise Credit 

Interest Expense: 

Short-term interest 
Long-term interest 
Hybrid interest 

Total Interest Expense 

Total 

Average Debt: 

Short-teiin Debt 

Long-term Debt 

Hybrid^ 

OBS Debt (25%) - Purch Pwr Commitments ^ 

OBS Debt - Operating Leases 

Average Total Debt 

FFO to Ave Total Debt Ratio (A)/(B) 

' Net of unamortized discount on outstandmg revenue bonds, 

^ Excludes unamoitized costs. 

^ Off-balance sheet (OBS) debt is not reflected in the book numbers. Represents the imputed debt ofthe Company's 

purchased power commitments and operating leases. 

124,042 

83,183 

1,840 

22,543 

3,009 

(1,462) 

2,581 

(713) 
(30,571) 

(2,051) 

(33,335) 

202,401 

21,951 

580,620 

31,546 

215,517 

17,289 
866,923 

23% 

2301 

2301 

Per calculation from Budgets Division 

DOD-IR-54, Attach 1 p, 1 

WP-2301,p. 12 

2301 

WP-2301,p. 12 

2002 
2003 
2004 

A 

2002 

2003 & WP-2003, p.5 

2004 

WP-2016, p. 14 

Per calculation from Budgets Division 

B 



Hawaiian Electric Company, Inc. 
Test Year 2009 

DOD-IR-54 
DOCKETNO. 2008-0083 
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HECO-WP-2016 
DOCKET NO. 2008-0083 
PAGE 12 OF 18 
(REVISED 10/6/08) 

Funds from Operations Interest Coverage 
WITH Rate Increase (CIPI Generatmg Unit Step) & WITH Debt Equivalent (25% Risk Factor) 
Based on 11.25% Earned Retum on Common Equity 

HECO 
Reference 

Operating Income 

Depreciation 

Deferred Income Taxes 

Amortization of State ITC 

State Capital Goods Excise Credit 

Implied Depreciation for Purchased Power Commitments 

Interest on OBS Debt - Purchased Power Commitments^ 

Interest on OBS Debt - Operating Leases ^ 

Total 

Total Debt Requirement (ST, LT & Hybrids) 

Interest on OBS Debt - Purchased Power Commitments^ 

Interest on OBS Debt - Operating Leases ̂  

$ in thousands 

124,042 

83,183 

2301 

2301 

3,009 

(1,462) 

2,581 

22,543 

12.724 

WP-230Lp. 12 

2301 

WP-2301,p. 12 

DOD-IR-54, Attach 1 p. 1 

WP-2016, p, 14 

1,037 Per calculation from Budgets Division 

247.657 

35,075 

12,724 

L037 
48.836 

A 

B 

WP-2013, p. 1 

WP-2016, p. 14 

Per calculation from Budgets Division 

Fund from Operations Interest Coverage (A)/(B) 5.1 X 

hiterest on off-balance sheet (OBS) debt is not reflected in the book nimibers. 

hiterest on the OBS debt related to piuchased power commitments aud operating leases represents the 

interest expense thai the Company would have incurred if the debt equivalent related to purchased power 

commitments and operating leases were reflected as a debt obligation on the Company's balance sheet. 
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DOD-IR-55 

[HECO T-20, pp. 52] 

Is Ms. Sekimura aware of any other electric utility that issues all of its long-term debt in the form 
of non-taxable revenue bon(^? 

HECO Response: 

I do not know of any other electric utility that issues all of its long-term debt in the form of 

non-taxable revenue bonds. 

[Note: This response is the same as HECO's response to DOD-IR-70 in Docket No. 2006-0386, 

HECO's 2007 test year rate case.] 
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DOD-IR-56 

[HECO T-20, p. 57] 

When HECO sells revenue bonds and does not use all ofthe proceeds for construction and the 
amount remaining with the trustee draws interest (i.e., there is a "net income" position), does that 
effect the embedded cost of debt paid by ratepayers? If so, please show how the cost of debt 
provided by ratepayers is adjusted to account for interest income on revenue bond funds not 
spent; if not, please explain why retaining interest income represents a fair balance of ratepayer 
and stockholder interests. 

HECO Response: 

Yes, the revenue bond investment differentials, i.e., the difference between the eamings mid the 

interest costs ofthe undrawn proceeds in the construction fund, affect the embedded cost of debt 

paid by ratepayers. As discussed in HECO T-20, pages 55 through 58, the long-term debt 

balance for the test yeai is net ofthe unamortized balances, which in turn determines the 

effective rate ofthe embedded cost of long-term debt (see HECO-2003 which shows the 

calculation of the embedded cost of long-term debt). The effective rate is then passed on to 

ratepayers through the Company's composite cost of capital. HECO-WP-2003, page 4, shows 

the details ofthe revenue bond investment differentials. 
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DOD-IR-57 

[HECO T-20, pp. 60,11. 20, 12] 

Please provide a compmison between the ratemaking common equity balance at 12/31/06 with 
the actual book amount, explaining and reconciling all differences. 

HECO Response: 

The date referenced in HECO T-20, page 60, line 20, should have been December 31, 2007 

rather than December 31, 2006. The two reconciling items for the common equity balance at 

12/31/07, book versus ratemaking, are shown on HECO-2006. 

The restoration of $522,820 is the unamortized issuance costs ofthe outstanding 

preferred stock that is a reduction to common equity for financial reporting purposes. However, 

for ratemaking purposes, this amount is shown as a restoration to common equity, since these 

costs are shown as a deduction to preferred stock. Refer to HECO-WP-2005 and 2006. 

The second reconciling item is for the accumulated other comprehensive income 

("AOCI") charge to equity of $812,000 related to the non-qualified plans. The Company 

proposes to eliminate this AOCI charge from common equity for ratemaking purposes since the 

AOCI charge is a non-cash balance sheet adjustment for book purposes related to the non

qualified plans, and because the expenses for the non-qualified plans are excluded for ratemaking 

purposes, the financial reporting impacts associated with the over-funding or under-funding of 

those plans (i.e., the AOCI charge) should also be excluded for ratem^ing purposes. Further, 

shm^eholders have invested funds that exclude the deduction from (or addition to) equity for 

financial statement purposes for AOCI and should be allowed a retum on invested funds. 
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DOD-IR-58 

[HECO T-20, p. 60, E 18] 

Please explain why FASB requires that a positive AOCI balance be deducted from common 
equity, and why it is reasonable to restore that balance for ratemaking purposes. 

HECO Response: 

The Company performs its accounting and financial reporting for pension and other 

postretirement plans in accordance with Generally Accepted Accounting Principles ("GAAP"), 

specifically under the guidance of SFAS No. 158, "Employers' Accounting for Defined Benefit 

Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 105, 

and 132(R),". Under SFAS No. 158, if the projected benefit obligation ("PBO") for pensions 

and the accumulated postretirement benefit obligation ("APBO") for other post retirement plmis 

exceeds the fair value ofthe respective plan assets at the measurement date, (1) a liability at least 

equal to the difference between the PBO and APBO and the fair value ofthe respective plan 

assets, is recognized, (2) any prepaid pension asset is eliminated, and (3) a charge, net of income 

taxes (which would represent a net loss not yet recognized as net periodic pension costs 

("NPPC")) shall be reported as a charge directly to a component of equity, called accumulated 

other comprehensive income ("AOCI"). 

For ratemaking purposes, the Company proposes to eliminate the AOCI charge related to 

the non-qualified plans from common equity since the AOCI charge is a non-cash balance sheet 

adjustment for book purposes related to the non-qualified plans. Further, since, the expenses for 

the non-qualified plans are excluded for ratemaking purposes, the fmancial reporting impacts 

associated with the over-funding or under-funding of those plans (i.e., the AOCI charge) should 

also be excluded for ratem^ing purposes. See also HECO's response to DOD-IR-57. 
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DOD-IR-59 

[HECO T-20, p. 60] 

a) Please explain why it would be unreasonable to split the responsibility for providing a 
retum on AOCI balances between stockholders and ratepayers by including only one-half 
ofthe average balance of AOCI in 2007, 2008 and 2009 in the ratemaking capital structure. 

b) Please provide the projected 2009 capital structure with one-half of the projected AOCI 
balances. Provide supporting documentation for your response. 

HECO Response: 

a. As HECO T-20, page 60 explains, in calculating the average common equity balance for 

the test year 2009, the Company reversed the AOCI adjustment related to the 

non-qualified plans as of December 31, 2007. By reversing this AOCI adjustment that 

was recorded to common equity as of December 31, 2007, the Company was eliminating 

the impact of this AOCI adjustment from the Company's common equity balance. The 

Company is not projecting any change in the AOCI for 2008 and 2009. Thus, no AOCI 

adjustment is reflected for 2008 and 2009. The Company proposes to eliminate the entire 

AOCI charge related to the non-qualified plans from common equity for ratemaking 

purposes since the expenses for the non-qualified plmis are excluded for ratemaking 

purposes and therefore the impacts associated with the over-funding or under-funding of 

those plans (i.e., the AOCI charge) should also be excluded for ratemaking purposes. 

Because shareholders have invested funds that exclude the AOCI adjustment and should 

be allowed a retum on those invested funds, the ratemaking cost of capital should be based 

on the equity balance excluding the entire AOCI adjustment related to the non-qualified 

plans. Thus, it would be unreasonable to include one-half of the average balance of AOCI 

in 2007, 2008 and 2009 in the ratemaking capital structure. 
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b. See Attachment 1 of this response. The 2009 test year composite cost of capital remains at 

8.81% (as presented in HECO-2001) when one-half of the AOCI adjustment is included in 

the common equity balance. 
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Hawaiian Electric Company, Inc. 

Short-Term Debt 

Long-Term Debt 

Hybrid Securities 

Preferred Stock 

Common Equity 

Total Capitalization 

Composite Embedded Cost of Capital 
Test Year 2009 Average 

(S Thousands) 

WP Series 
Reference 

WP-2002 

WP-2003 

WP-2004 

WP-2005 

DOD-IR-59 
Attach 1, p.2 

(A) (B) = 
(A)/Total(A) 

Capitalization 

Amount 

$ 21,951 

561,940 

27,775 

59,496 

797,713 

$ 1,468,875 

Percent of 
Total 

1.49% 

38.26% 

1.89% 

4.05% 

54.31% 

100.00% 

(C) 

Eamings 
Requirement 

3.25% 

5.75% 

7.41% 

7.62% 

11.25% 

(D) = 
(B)*(C) 

Weighted 
Eamings 

Requirements 

0.05% 

2.20% 

0.14% 

0.31% 

6.11% 

8.81% 

Estimated 2009 Test Year Composite Cost of Capital 8.81% 

Totals may not add exactly due to rounding. 
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Hawaiian Electric Company, Inc. 

Book Common Equity as of December 31, 2007 

Restoration 

Reversal of AOCI adj related to nonqualified plans 

Adjustment to add back 1/2 of AOCI 

Common Equity Investment as of December 31, 2007 

2008 Estimated Net Change in Retained Earnings 

2008 Change in Restoration 

Common Equity as of December 31, 2008 

2009 Estimated Net Change in Retained Earnings 

2009 Change in Restoration 

Common Equity 
2009 Average 
($ Thousands) 

WP Reference 

WP-2006,p.l 

WP-2006 p.2 

)07 

HECO-2007 

$ 

(al) 

(al)/2 

Total 

699,551 

523 

(812) 

406 

699,668 

86,972 

(A) 

HECO-2007 

786,640 

19,747 

2,400 

Common Equity as of December 31, 2009 

Test Year 2009 Average = [(A)+(B)]/2 

(B) S 808,787 

797,713 

Totals may not add exactly due to rounding. 
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DOD-IR-60 

[HECO T-20, p. 62, IE 23, 24] 

Please provide the debt cost estimate provided by "the investment banker," as well as all related 
c orresp ondences. 

HECO Response: 

The debt cost estimate provided in May 2008 from an investment banker was 5.75%. See 

Attachment 1. 
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From: 
Sen!: Friday. May 23, 2003 8:01 AM 

Cc: 

Sublect: RE: Interest Rates 

Jgs.com] 

BeJow are the rates you requested. Plesse let ma know if you need an/trting else. 

Have a great weekend 

Tax-Exempt 
MMD: 4.46% 
30nc10 (AMT): 5.75% 
30ncl (AMT); 5,50% 
- With insurance add 0-10bps to the rates above 

Taxable 
30yr UST: 4.57% 
30ncl: 6.92% 
30nc10: 7,26% 

Goldman. Sacfis & Co. 

BS Braad ST refit | Naw Yodi, NY 10004 
Tel: [ 2 ^ 2 ) _ J / ^ ^ \ F S J t . {2\2}\ 

email 

Public Sector & Infraaimaure Banking 

Irwesimsni BanKing DIUISKHI 

Goldman 
Sachs 

Sent: Tuesday, Mav 20, 2008 9;02 PM 
To: 
Subject: RE: Interest Rates 

Thank you, 
I see you're working laie as usual! 

From: ^ H | H | | | | H | | H r i ^ ' ^ ^ ' ' ^ ° - | 
Sent! Tuesday, May 20, 2008 2:53 PM 

js.comj 
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Rc: Interest Rates Page 2 of 3 

To:| 
Subject: Re: Interest Rates 

Sure, I'll ask my desk Htsi thing in [he morning 

Original Mess J ̂  

To: 
Ct:: 
Seni: Tue May 20 20 39 59 2008 
Subjecl: Interest Rales 

Could 1 get rules for revenue bond& (Insured and Lin]nsijredl...and j.\sa rates f̂  taxjble debt. 

CONFIDENTIALITY NOTICE: This e-mail messiigc, including any attachments, is Cor Che sole use of the intended recipiem 
(s) und may contain cnnfidcniial and/or privileged mformmiun. Any unaythorized review, use, copying, disclosure or 
disiribution is prohibited Ifyou are not the intended recipient, please coniaLt the render immediately by reply e-mail and 
destroy the original message und all iropies. 

• " • — • - - " - • Important Nallce* . -» . . . . " .« •>... 
Thia e-mail riay ccniair irttormation ihat is confidflinlial. Dnvileged or Diherwi&a prcKecied Irofn dfsolosuTB. W you are nol an nrtentfed ractpianl at this e-
msil. <io not dupjicate or rec3istFibute n Dy any means, Please deleis it and any aitacRmeniB and noirly ttie sandar ihal you tiave receivea A in error, 
UninUflded rectp«nts are pronibiied Irom taKjns action on ine Dasis o\ .ntotma^an in iMs e-mail, 

Email messaces may contain co(r^pj*er vifuses or otner detects, may not M accurately replicated on ottwf systems, oi may t>a Iritercepied, deleted or 
irlertargd with without Ihe knowledge of I te sender or Iha inlafided feciplanl. li you are not comfortable with Ihie nsks Aswciat^fi with e-meU 
(nessages. you may decide noi to use e-mail lo communicate with Goidmar Sacha 

Gddman Sachs reserves the "ehr. to Ihe extent and unctar circumstaneas pemiitled by apolicable taw, to retain, rrwritof and iniercspi e-mail 
messages to arW from .ts sysiBma 

CONFIDENTIALITY NOTICE. This e-mail message, including uity titEachments, is for the sole use of 
the intended recipienl(s) and tray contain confidential and/or privileged mformation. Any unauthorized 
review, use, copying, disclosure or distribution is prohibited. If you are noc the intended recipiem, please 
contact che sender immediately by reply e-mail and destroy the original message and all copies. 

' • " IrrHwdan! Notice * " " •"""" 
This e-mail may coniafn irfomatior^ tnai 'S confidential, privileged or otiierwise profedrnJ from disdosure H you are noi an iniandeo fBcipieni of ihis a-
maiJ. do not duplicate or redisinbula il tiy any means Please delete it aoo any aitacrmerts anct ncî ry ine senQer in^i ^ou nav& rgceivBd ii m error 
Unmtfinddd FeCipiCf̂ ls arg pironbited IrOm i^iftf} aciNhi itr\ ina aasiA o( information in tliis e-mail 

E-mail measoges may contain computer viruses or other delects, may not be accurately replicated on oiner systems, or may tie intercectQ t̂. deleted or 



DOD-IR-60 
DOCKET NO. 2008-0083 
ATTACHMENT 1 
PAGE 3 OF 3 

Re: Interest Rates Page 3 of 3 

inierlered with wuhoui ihe Knowledge of ihe sender or the inienced recipient, II you are nol comlortatrfe with iha nsks associated with e-mail 
messajses, you may decide not to use email to communicatB with Goldman Sachs, 

Goldman Sachs resen/es the r<ght. to tne extent artd under orcuinstances perrntted dy applicable law, lo retain, monitor and intercept e-mail 
messages to and Uom its aystems^ 
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DOD-IR-61 

[HECO T-20, p. 66,11. 5-7] 

a) Does Ms. Sekimura believe that 11.25% is higher than, equal to or lower thmi "a fair and 
reasonable rate of retum"? 

b) Would an allowed return of 15% give the Company an opportunity to earn a fair and 
reasonable rate of retum? If so, please explain why. 

HECO Response: 

a. Dr. Roger A. Morin is the Company's witness on rate of retum on common equity. 

I, Tayne Sekimura, accept Dr. Morin's conclusion that at the time his direct testimony was 

prepared, an allowed rate of retum on equity of 11.25% was equal to a fair and reasonable 

rate of retum on equity. 

b. Whether or not an allowed rate of retum of 15% would give the Company an opportunity 

to earn a fair mid reasonable rate of retum is dependent on the risks the Company faces 

and market conditions. Dr. Morin is the Company's witness who addresses these factors. 
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DOD-IR-62 

[HECO T-20, HECO-2008] 

a) S&P indicates that "HEI.. .has $307 million of unsecured medium term notes to support 
parent and utility operations." Are any of those monies included in the requested 
ratemaking capitalization? If not, please explain why not. 

b) S&P states "HEI may as a policy issue debt at the holding company as a source of utility 
equity. HECO also pays a distribution to HEI in order to assist it in meeting interest 
payments on debt outstanding, and issue common dividends." 
1) Please identify any debt at HEI that was issued to be a source of utility equity. 
2) Please identify any distributions in 2007 that were used to assist HEI in meeting its 

interest payments. 
c) S&P indicates that "HECO's credit drives are intricately linked with that of its parent, 

HEI." Please indicate 1) whether this fact is addressed anywhere in the Company's 
testimony and 2) how this impacts the credit quality of HECO, given the turmoil in the 
intemational debt markets. 

HECO Response: 

a. When needed, HEI can issue equity or tap into its borrowing capability to supplement cash 

received from its subsidimies in the form of dividends for its corporate needs. The 

medium term notes do not relate to the utility but are a source of funds to be used for 

holding company needs and consequently are not requested in ratemaking capitalization. 

The funds from the notes aie not transferred to the utility but are used for HEI needs. 

b. 1) While HEI may issue debt at the holding company level, the debt is issued solely for 

HEI's operations and obligations. The dividends from HEI's subsidiaries are determined 

by the boards ofthe subsidiaries and HEI must manage its cash flow requirements based 

upon the dividends that it receives. The existing debt was not issued as a source of utility 

equity. 

2) No utility distributions to HEI in 2007 were earmarked for HEI interest payments. In 

addition to dividends from the utility, during 2007 HEI received dividends from its bank 
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subsidimy, sold investments, and issued equity and debt. HEI's multiple sources of funds 

enable it to pay general corporate expenses, make dividend payments to its shareholders, 

and paydown debt. 

c. 1) No. However, in HECO T-20, pages 9 through 26, Ms. Sekimura discusses the 

importance of HECO maintaining its financial strength and the factors that rating agencies 

consider in assessing the Company's business risks. 

2) The question being asked references "given the turmoil in the intemational debt 

markets" and it is unclem what "turmoil" is being referenced. However, please refer to 

HECO T-20, pages 13 through 26, for the business risks that may impact the credit quality 

of HECO. Page 20 of HECO T-20 discusses the economy and how the "national and 

intemational economic conditions" may impact tourism in Hawaii, and in turn impact 

electric sales mid revenues. 
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DOD-IR-63 

Please provide, in native format, an executable copy with all formulas intact, of each cost of 
service study that is presented in HECO Exhibit 2201. 

HECO Response: 

Electronic copies ofthe requested information are being provided. 

HECO-2201; Page 1; Cost of Service Based on Minimum System Study: 

DOD-IR-63 HECO 2009 COS 8 Sch w MinSys Present Rates 06-29-08.xls 

HECO-2201; Page 1; Cost of Service Based on All Distribution Network Demand Related: 

DOD-IR-63 HECO 2009 COS 8 Sch w-o MinSys Present Rates 06-29-08.xls 

HECO-2201; Page 2; Cost of Service Based on Minimum System Study: 

DOD-IR-63 HECO 2009 COS 8 Sch w MinSys Curr Eff Rates 06-29-08.xls 

HECO-2201; Page 2; Cost of Service Based on All Distribution Network Demand Related: 

DOD-IR-63 HECO 2009 COS 8 Sch w-o MinSys Curr Eff Rates 06-29-08.xls 
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DOD-IR-64 

Please provide, in native format, an executable copy with all formulas intact, of each cost of 
service study that is presented in HECO Exhibit 2202 

HECO Response: 

Electronic copies ofthe requested information are provided. 

HECO-2202; Page 1; Cost of Service Based on Minimum System Study: 

DOD-IR-64 HECO 2009 COS 6 Sch w MinSys Present Rates 06-29-08.xls 

HECO-2202; Page 1; Cost of Service Based on All Distribution Network Demand Related: 

DOD-IR-64 HECO 2009 COS 6 Sch w-o MinSys Present Rates 06-29-08.xls 

HECO-2202; Page 2; Cost of Service Based on Minimum System Study: 

Included in HECO-WP-2203.xls 

HECO-2202; Page 2; Cost of Service Based on All Distribution Network Demand Related: 

Included in HECO-WP-2205.xls 
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DOD-IR-65. 

Please provide, in native format, an executable copy with all formulas intact, of each cost of 
service study that is presented in HECO Exhibit 2203 

HECO Response: 

See the electronic files accompanying HECO's response to DOD-IR-64 and 

HECO-WP-2203.xls. 

HECO-2203; Page 1; Present Rates: 

HECO 2009 COS 6 Sch w MinSys Present Rates 06-29-08.xls. See DOD-IR-64. 

HECO-2203; Page 1; Proposed Rates: 

HECO-WP-2203 .xls 

HECO-2203; Page 2; Current Effective Rates: 

HECO-WP-2203.xls 

HECO-2203; Page 2; Proposed Rates: 

HECO-WP-2203 .xls 
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DOD-IR-66 

Please provide, in native format, an executable copy with all formulas intact, of each cost of 
service study that is presented in HECO Exhibit 2204. 

HECO Response: 

Electronic copies ofthe requested information are being provided. 

HECO-2204; Page 1; Present Rates: 

DOD-IR-64 HECO 2009 COS 6 Sch w MinSys Present Rates 06-29-08.xls. See 

response to DOD-IR-64. 

HECO-2204; Page 1; Equal Rates of Retum: 

DOD-IR-66 HECO 2009 COS 6 Sch w MinSys Curr Eff Rates EROR 06-29-08.xls 

HECO-2204; Page 2; Current Effective Rates: 

DOD-IR-66 HECO 2009 COS 6 Sch w MinSys Curr Eff Rates EROR 06-29-08.xls 

HECO-2204; Page 2; Equal Rates of Retum: 

DOD-IR-66 HECO 2009 COS 6 Sch w MinSys Curr Eff Rates EROR 06-29-08.xls 
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DOD-IR-67 

Please provide, in native format, an executable copy with all formulas intact, of each cost of 
service study that is presented in HECO Exhibit 2205. 

HECO Response: 

See the electronic files accompanying HECO's response to DOD-IR-64 and 

HECO-WP-2205.xls. 

HECO-2205; Page 1; Present Rates: 

HECO 2009 COS 6 Sch w-o MinSys Present Rates 06-29-08.xls. See DOD-IR-64. 

HECO-2205; Page 1; Proposed Rates: 

HECO-WP-2205.xls 

HECO-2205; Page 2; Current Effective Rates: 

HECO-WP-2205.xls 

HECO-2205; Page 2; Proposed Rates: 

HECO-WP-2205.xls 
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DOD-IR-68 

Please provide, in native format, an executable copy with all formulas intact, of each cost of 
service study that is presented in HECO Exhibit 2206. 

HECO Response: 

Electronic copies ofthe requested information are being provided. 

HECO-2206; Page 1; Present Rates: 

DOD-IR-64 HECO 2009 COS 6 Sch w-o MinSys Present Rates 06-29-08.xls. See 

HECO's response to DOD-IR-64. 

HECO-2206; Page 1; Equal Rates of Retum: 

DOD-IR-68 HECO 2009 COS 6 Sch w-o MinSys Curr Eff Rates EROR 06-29-08.xls 

HECO-2206; Page 2; Current Effective Rates: 

DOD-IR-68 HECO 2009 COS 6 Sch w-o MinSys Curr Eff Rates EROR 06-29-08.xls 

HECO-2206; Page 2; Equal Rates of Retum: 

DOD-IR-68 HECO 2009 COS 6 Sch w-o MinSys Curr Eff Rates EROR 06-29-08.xls 
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DOD-IR-69 

Please provide a copy of Exhibit 2214 in executable native load fonnat, with all formulas intact. 

HECO Response: 

See the electronic copy ofHECO-WP-2214.xls. 
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DOD-IR-70 

To the extent not provided in response to the preceding data requests, please provide an 
executable copy in native format with all formulas intact of all workpapers supporting Exhibit 
T-22. 

HECO Response: 

See the electronic workpaper files submitted with HECO T-22. 
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DOD-IR-71 

Referring to page 104 of HECO-WP-2214, please provide for the PP customers, the PT 
customers and the DS customers the demand and energy billing determinants, by block, under 
present rates, as well as all other information required to develop the "base revenues" shown in 
Column B. 

HECO Response: 

The customers billing determinants are as follows per Schedule: 

Sched PP 

Sched PT 

Sched PS 

kW 
0-500 

119,388 

21,831 

6,000 

kW 
501-1500 

188,246 

38,387 

5,402 

kW 
>1500 

1,717,254 

273,584 

0 

mWh 
0-200 

404,711 

63,706 

2,280 

mWh 
201-400 

401,087 

57,451 

1,534 

mWh 
>400 

221,064 

57,554 

1 

#Cust 
Mths 

240 

47 

12 

(Base Revenues in SOOOs) 
kW $s kW $s kW $s 
0-500 501-1500 >1500 

kWh $ 0-
200 

kWh$ 
201-400 

kWh$> 
400 

Cust 
Chg PF $ Total $ 

Sched PP $1,593.8 $2,419.0 $20,349.5 $49,186.1 $45,604.5 $24,464.7 $96.0 ($1,548.9) $142,164.7 

Sched PT $305.6 $518.2 $3,419.8 $7,392.3 $6,223.0 $6,061.9 $18.8 ($334.9) $23,604.7 

Sched PS $86.1 $74.8 $0 $279.2 $175.6 $0.1 $4.2 ($5.1) $614.9 

See Schedule PS, Schedule PP, and Schedule PT tariff sheets which can be found in HECO-105 

pages 18 to 26. 
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DOD-IR-72 

Please state whether any customers who currently receive the substation discount on Rate 
Schedule PP would not be eligible to receive service on Schedule DS. Ifthere are any such 
customers, please provide the aggregated billing determinants, by block, for these customers. 

HECO Response: 

All customers currently receiving the substation discount on Schedule PP are eligible to receive 

service on Schedule DS. 
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DOD-IR-73 

Please provide a listing ofthe account numbers for each customer deemed to be eligible to take 
service on the DS rate. 

HECO Response: 

A listing ofthe account numbers for each customer eligible to t ^ e service on the DS rate is 

shown on Attachment 1 of this response. The information is confidential and provided subject to 

protective order. 



Confidential Information Deleted 
Pursuant To Protective Order, Filed on DOD-IR-73 

. DOCKET NO. 2008-0083 
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Attachment 1 is confidential and will be provided 

after a Protective Order is issued in this proceeding. 
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DOD-IR-74 

Please provide the equivalent of pages 2 and 3 of HECO-WP-2203 using the present definition 
of customer classes and subclasses. 

HECO Response: 

See HECO response to DOD-IR-63. 
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DOD-IR-75 

If not provided in response to other data requests, please provide complete workpapers, in 
executable native load format with all formulas intact where so available, for the cost allocation 
studies that are based on the present definition of customer classes and subclasses. 

HECO Response: 

See HECO Response to DOD-IR-63. 
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DOD-IR-76 

With respect to HECO-WP-2217, please respond to the following: 
a) Are the Kvarhr shown on line 7 just those associated with service to Schedules J, PP, PS 

and PT? 
b) Are the capacity costs shown on line 3 associated only with service to Schedules J, PP, PS 

and PT? 
c) If the answer to part a. is affirmative, and the answer to part b. is negative, what is the 

meaning and relevance ofthe calculation? 
d) Please explain the basis for including fuel and purchased power revenue requirements in 

the calculation ofthe cost of supplying reactive power. 
e) Please provide all studies which support the linear relationship between the Kvarhr and fuel 

and purchased power costs. 
f) Please provide the workpapers showing the derivation ofthe percentages on line 1 of this 

exhibit, or point to the specific page or pages in the workpapers where this calculation is 
made. 

g) Please provide the total installed Kvar capacity ofthe capacitor banks that were included in 
the calculations to produce the percentages shown on line 1. 

HECO Response: 

a. Yes. The Company does not meter kvarhr for Schedule R, Schedule H, or Schedule F 

customers. 

b. The estimated test year capacitor costs shown on line 3 aie for the entire HECO system. 

c. The calculation compares parameters that the Company can measure and estimate: the total 

revenue requirements ofthe cost of providing reactive power, either through fixed assets 

(capacitors) {HECO-2217, line 6) or through energy production (fuel and purchased 

power) (HECO-2217, line 9), and the total revenue contribution (which includes the power 

factor adjustment) for fixed assets and energy from customers whose reactive power is 

measured (HECO-2217, line 12). The calculation shows that even as power factor costs 

have varied over the three rate case periods, the revenue for power factor costs from 

customers whose reactive power is measured has remained in relatively the same 
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proportion to power factor costs. We conclude that a modification to the existing power 

factor adjustment is not necessary at this time. 

d. See the response to part c. 

e. HECO does not have such studies; see also the response to part c. 

f. The ratio ofthe 12/31/04 values for original cost of capacitor banks versus gross plant in 

service was used to estimate line 1 for test year 2005. The ratio ofthe 12/31/07 values for 

original cost of capacitor banks versus gross plant in service was used to estimate line 1 

for test year 2007. The estimated value for line 1 for test year 2009 is the simple average 

ofthe estimated values for test year 2005 and test year 2007. The values used for the 

original cost of capacitor banks mid gross plant in service are shown in HECO-WP-2217, 

pages 2-3. 

g. The installed Kvar capacity ofthe capacitor banks is unknown. The calculation ofthe 

percentages in line 1 is described in the response to part f 
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DOD-IR-77 

Please provide a copy of all ofthe data requests HECO has received from other parties to date. 

HECO Response: 

Attachment 1 of this response provides the Consumer Advocate's first submission of information 

requests, which it emailed to HECO on July 7, 2008. The Consumer Advocate provided its 

second through seventh submissions of information requests to the DOD (Dr. Kay Davoodi, 

Gayle B. Chestnut, Esq., and David C. Coker, Esq.) on the dates it sent these submissions to 

HECO. 
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DOCKET NO. 2008-0083 

HAWAIIAN ELECTRIC COMPANY. INC. 

FIRST SUBMISSION OF INFORMATION REQUESTS 

General Information Requests 

CA-IR-1 For each of the HECO witnesses who sponsor test period budgeted 

labor direct expense amounts, please provide the following 

information: 

a. Identify each employee involved in preparation of budgeted 

staffing and associated labor direct expense amounts 

included in the witnesses' portion ofthe rate case test period 

budget. 

b. Provide complete copies of all calculations, spreadsheet 

files, "pencil" workpapers, surveys and other analyses 

performed by each of the employees identified in response 

to part (a) above, documenting all work done to determine 

required staffing levels and overtime hours by Department, 

RA, Activity and NARUC Account. 

c. Describe the actual force level that existed at the date the 

budget was prepared or otherwise served as a base for 

purposes of preparing the budget level. 

d. For each budgeted employee position that is added to 

existing actual force levels (as of the date the budget was 

prepared), explain the analyses undertaken to determine 

1 
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that each added position was necessary and should be filled 

In order to meet present or anticipated work requirements. 

Also, please explain how the anticipated work requirements 

were defined and determined. 

e. Describe and, to the extent possible, quantify the backlog of 

work, unfinished projects, deferred maintenance and other 

labor requirements unfulfilled at present staffing levels, that 

will be satisfied by adding the employee positions identified 

in your response to part (d) above. 

f. Provide complete copies of all studies, analyses, 

workpapers, projections, notes, correspondence, 

assumptions and other documents associated with your 

responses to parts (d) and (e) above. 

CA-IR-2 For each of the HECO witnesses who sponsor test period budgeted 

non-labor direct expense amounts, please provide the following 

information: 

a. Identify each employee involved in preparation of budgeted 

non-labor direct expense amounts included in the rate case 

test period budget and sponsored by the witness. 

b. Provide complete copies of all calculations, spreadsheet 

files, "pencil" workpapers, surveys and other analyses 

performed by each of the employees identified in response 



DOD-IR-77 
DOCKET NO. 2008-0083 
ATTACHMENT 1 
PAGE 3 OF 4 

to part (a) above, indicating the amounts by Department, RA, 

Activity and NARUC Account that such calculations support. 

c. For each budgeted non-labor amount in the test period 

forecast that exceeds $50,000, please describe the basis for 

determining the budgeted amount (for example, bid 

solicitation, price times quantity estimation, historical cost 

escalated, etc.) 

d. For each item in your response to part (c) above, where 

specific quantities and prices were discretely forecasted, 

explain the basis for and source of the budgeted quantity 

inputs and budgeted prices for each such item. Provide 

complete copies of all studies, reports and other documents 

that were relied upon. 

e. For each item in your response to part (c) above where 

historical costs were averaged and/or escalated, provide all 

historical cost information that was considered and explain 

how such data was evaluated and escalated to derive test 

year proposed levels. 

f. For each item in your response to part (c) above where a bid 

solicitation or other special analysis was conducted, explain 

what was done and provide complete copies of all 

supporting reports, bid solicitations, proposals, analyses. 
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workpapers and other documents associated with such 

efforts, 

g. Provide complete copies of all other information required to 

completely support and document the test year projected 

expense levels being proposed by the Company, including 

general assumptions and forecasting instructions that were 

employed. 

CA-IR-3 To the extent not provided in response to CA-IR-1 or CA-IR-2, 

please provide complete copies of all other calculations, 

spreadsheet files, "pencil" workpapers, surveys, documentation and 

other analyses supporting each ratemaking adjustment 

(e.g., budget adjustments, normalizing adjustments, etc.) to 

projected test year expense, plant in service, accumulated 

depreciation, etc. being proposed by the Company, including any 

assumptions and adjustment instructions that were employed. 

CA-IR-4 Ref: HECO WP-2203 (Cost of Service Study) To the extent not 

provided within any of the Company's electronic workpapers 

previously submitted, please provide complete copies (hard copy 

and excel files) of all functionalization studies, accounting 

classification studies, load studies, loss studies and other 

supportive analyses for the Company's class cost of service study. 
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DOD-IR-78 

Please provide HECO's responses to all Consumer Advocate and other parties' (if any) data 
requests issued to date. 

HECO Response: 

HECO provided hard and soft copies of all of its responses to the Consumer Advocate's 

infonnation requests to Dr. Khojasteh Davoodi ofthe DOD. 
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DOD-IR-79 

Please provide a copy of all discovery requests issued by other parties from this point forward, 
and also provide HECO's responses to such discovery to DOD simultaneously with when HECO 
provides such responses to the issuing party. 

HECO Response: 

Section 6-61-21(b) ofthe Hawaii Administrative Rules {Rules of Practice and Procedure before 

the Public Utilities Commission) states: "The commission or any person filing documents shall 

serve a copy upon each party or its attomey and shall attach a certificate of service on the filed 

original." Since parties are obligated to serve copies of their information requests to all other 

parties in this proceeding, it is unnecessmy for HECO to also provide to the DOD copies of 

discovery requests issued by other parties. Likewise, HECO will serve copies of its responses to 

information requests on all parties on the day of filing. 
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DOD-IR-80 

To the extent not filed by HECO as part of its filing or in the response to DOD-78, please 
provide all Excel files and supporting workpapers for HECO witness testimony and their 
exhibits. 

HECO Response: 

HECO has already provided to the DOD all Excel files and supporting workpapers for each of its 

direct testimonies and exhibits. See page 2 of this response. 
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Hawaiian Electric Company, Inc. • PO Box 2750 . Honolulu. H! 96840-0001 

July 25, 2008 

Dr. Kay Davoodi -o S 
NAVFAC HQ ACQ-URASO o S Z. 
1322 Patterson Avenue SE, Suite 1000 ^^~ ^ 
Washington Navy Yard ...r ̂  i^ 
Washington, DC 20374 :n cn 

Dear Dr. Davoodi: co t^ 
CO 

Subject: Docket No. 2008-0083 
HECO 2009 Test Year Rate Case 
Rate Case Application and CA-IR Responses 

As you requested, enclosed are Hawaiian Electric Company, Inc.'s ("HECO") 
Application, Direct Testimonies, Exhibits, and Workpapers that were filed with the Hawaii 
Pubhc Utilities Commission on July 3, 2008. Also enclosed are HECO's responses to the 
Consumer Advocate's information requests ("IRs") that were submitted on July 24, 2008. 

Electronic copies of the documents are also enclosed on compact disc. If you have any 
questions, please contact me at 543-4622. 

Very truly yours, 

Dean K. Matsuura 
Manager, Regulatory Affairs 

Enclosures 

cc: Public Utilities Commission of the State of Hawaii (w/o enclosures) 
Division of Consumer Advocacy (w/o enclosures) 
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DOD-IR-81 

Refer to HECO-1806 and HECO-1806(a) 

a. Please identify all depreciation and amortization expenses included by HECO in its 
working cash calculation. 

b. Has HECO excluded depreciation expense in its working cash calculation? If so, explain 
fully why depreciation expense was excluded. 

c. Has HECO excluded amortization expense in its working cash calculation? If so, explain 
fully why amortization expense was excluded. 

d. Is HECO aware of any prior Commission decisions which address how non-cash items 
such as depreciation and amortization expense are to be treated in the calculation of 
working cash? If so, please identify each such order. 

e. In any of its most recent three rate cases, has HECO been allowed to include non-cash 
items such as depreciation and amortization expense in the calculation of working cash? If 
so, please provide the calculation of working cash in each such case, and specifically 
identify the amounts of depreciation and amortization expense that HECO included in its 
calculation of working cash in each case. 

HECO Response: 

a. Depreciation expenses are not included by HECO in its working cash calculation. As 

described by Mr. Darren Doi in HECO T-18, the pension regulatory liability and OPEB 

regulatory liability amortization has been included in the working cash calculation as a result 

ofthe adoption ofthe pension and OPEB tracking mechanism. The adoption ofthe pension 

and OPEB tracking mechanisms and the calculation ofthe amortization are described by 

Ms. Patsy Nanbu in HECO T-11. Other amortizations included in the working cash 

calculation me: 

1. Amortization of System Development Costs presented by Ms. Patsy Nanbu in HECO 

T-11, 

2. Regulatory Commission Expense presented by Mr. Bruce Tamashiro in HECO T-14, 

3. Amortization ofthe Waiau Water Well Deferred Costs presented by Mr. Dmi Giovanni 

in HECO T-7, 
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4. Amortization ofthe SFAS No. 106 OPEB Regulatory Asset presented by Ms. Julie 

Price in HECO-1301. 

These amortization items are O&M non-labor expenses and were included in the O&M 

non-labor weighted average payment lag day calculation in HECO-WP-1806. This is consistent 

with the calculation accepted by the Commission in Interim Decision and Order No. 23749 

(dated October 22, 2007) and as agreed to by the Parties in the Stipulated Settlement Letter filed 

September 5, 2007 in Docket No. 2006-0386, HECO's test year 2007 rate case. It is also 

consistent with the calculation accepted by the Commission in Decision and Order No. 24171 

(dated May 1, 2008) in Docket No. 04-0113, HECO's test year 2005 rate case. 

These amortization items are not separately identified in calculating the O&M 

non-labor payment lag in HECO-WP-1806. They are accumulated within the "other" O&M 

non-labor expenses in this calculation. As previously stated in HECO T-18, the Company's 

position is that all revenues should be included in the revenue collection lag and all payments 

should be included in the payment lag in the calculation of working cash. However, in 

consideration of simplifying the issues and expediting this docket, the Company has not 

proposed to separately identify the listed amortization items in determining the O&M non-labor 

payment lag. Attached on page 9, for information purposes only. HECO presents a refined 

working cash lag day calculation which reflects the payment lag associated with each identified 

amortization item. (On page 9, HECO-WP-1806 page 32 is expmided to include separate line 

items for the three identified amortization items.) The Company's refined calculation reflects 

these amortization items individually and determines the appropriate payment lag days for each 

item. This refined calculation results in a weighted average payment lag for O&M non-labor 

expense of 28 days. Each mnortization item is discussed below. 
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1. Amortization of Svstem Development Costs - As described by Ms. Patsy Nanbu in 

HECO T-11, the Commission approved the deferral of development costs related to the 

OMS project, CIS project and the HR Suite project and its inclusion in rate base. The 

average 2009 balance of unamortized system development costs is included in rate base 

as shown in HECO-1801. Because the unamortized balance is included in rate base, in 

a refined payment lag day calculation, the Company would apply a zero day payment 

lag to the amortization expense. 

2. Regulatory Commission Expense - HECO's position is that the unamortized regulatory 

commission expense regulatory asset should be included in rate base because the 

regulatory asset represents an investment funded by investors. If this regulatory asset 

were included in rate base, it would be appropriate to include the test year amortization 

expense in the working cash calculation with a zero day payment lag. However, in 

consideration of simplifying the issues and expediting this docket, the Company has not 

included this regulatory asset in rate base in this rate case. The Company reserves the 

right, however, to bring this issue before the Commission in the future. As shown on 

page 10, HECO has calculated a negative 547 day payment lag for this mnortization 

expense assuming the regulatory asset is not in rate base. The payment lag days were 

calculated by determining the period over which the Regulatory Commission Expense 

Regulatory Asset would be amortized and determining the estimated period of time over 

which regulatory commission expense payments were made. An estimated average 

payment date and estimated average amortization date was calculated and the lag 

between these two dates was determined. As the unamortized balance of this regulatory 

asset is not being included in rate base, the negative payment lag and the calculated 
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working cash captures the difference in timing of the payment mid recovery in rates 

which will allow investors the opportunity to earn a retum on their investment. To 

summarize, the Company's position is that either: 1) the Unamortized Regulatory 

Commission Expense be included in rate base and the Regulatory Commission Expense 

should have a zero payment lag or 2) the Unamortized Regulatory Commission 

Expense is not included in rate base and the Regulatory Commission Expense has a 

negative 547 day payment lag. However, as previously stated, the Company is not 

proposing that the Unamortized Regulatory Commission Expense be included in rate 

base in this proceeding, or that the Regulatory Commission Expense have a negative 

547 day payment lag. Thus, HECO is proposing that the working cash associated with 

the Regulatory Commission Expense, as calculated in direct testimony and presented in 

HECO-WP-1806, be used in this rate proceeding. 

3. Amortization of Waiau Water Well Costs - As described in response to DOD-IR-3, the 

Commission in Decision & Order No. 13618 (dated October 31, 1994) in Docket 

No. 7277 ruled that the unamortized balance should not be included in rate base. 

However, the Commission allowed a cmrying charge to be calculated on the 

unamortized balance. While the unamortized balance is not included in rate base, the 

Commission allowed investors the opportunity to emn a retum on their investment via 

the carrying charge. As such, in a refined payment lag day calculation, HECO would 

apply a zero day payment lag to the amortization expense. 

4. Amortization of SFAS 106 OPEB Regulatory Asset - The amortization ofthe SFAS 

106 OPEB Regulatory Asset is included in "OPEB Expense" in the O&M non-labor 

weighted average payment lag day calculation in HECO-WP-1806. As discussed by 
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Mr. Darren Doi in HECO T-18, the OPEB expense was applied a 66 day payment lag in 

the calculation ofthe weighted average payment lag days for O&M non-labor expense. 

This payment lag was based on the historical and forecast quarterly OPEB payments. 

The refined payment lag day calculation provided for information pmposes on page 9 results 

in a payment lag day estimate of 28 days, two days shorter thmi what was presented in 

HECO T-18. For purposes of simplifying the issues in this proceeding, HECO proposes that 

the revenue requirements in this proceeding be based on a payment lag of 30 days for O&M 

non-labor expenses as determined in HECO-WP-1806. The Company's position is that the 

payment lag days presented in HECO T-18 represents a reasonable estimate ofthe O&M 

non-labor payment lag days; however, the Company reserves the right to propose the 

payment lag day treatment ofthe amortization items discussed above in a future rate 

proceeding. For comparative purposes, the higher estimate of 30 days (from direct 

testimony) proposed by the Company results in a lower working cash requirement and a 

lower test year rate base than if the 28 payment lag days (per page 9 of this response) had 

been used. 

b. Yes, depreciation expenses are excluded by HECO from its working cash calculation. 

However, as stated in HECO T-18, page 20-21, the Company believes that all revenues 

should be included in the revenue collection lag and all payments should be included in the 

payment lag in the calculation of working cash. The Company has excluded depreciation 

expense, which has been excluded by the Commission in previous decisions in the 

determination of working cash. This was done to simplify the issues in order to expedite the 

regulatory process in this case. 



DOD-IR-81 
DOCKET NO. 2008-0083 

PAGE 6 OF 10 

c. As described in the response to part a. above, certain amortization expenses were included in 

the working cash calculation. 

d. In Decision and Order No. 8570 (dated December 12, 1985) in Docket No. 5081, HECO's 

test year 1985 rate case, and in Decision and Order No. 10993 (dated March 6, 1991) in 

Docket No. 6432, HECO's test yem 1990 rate case, the Commission addressed the exclusion 

of depreciation expense and deferred taxes in the calculation of working cash. 

e. The three most recent rate cases me: Docket No. 2006-0386, HECO's 2007 test yem rate 

case. Docket No. 04-0113, HECO's 2005 test year rate case and Docket No. 7766, HECO's 

1995 test year rate case. HECO excluded depreciation expenses from its working cash 

calculation in these three rate cases. The treatment ofthe amortization expenses, discussed 

in response to part a. above, in each ofthe three most recent rate cases is discussed below. 

1. Amortization of System Development Costs - There were unamortized system 

development costs included in rate base in HECO's 2007 test year rate case and 1995 

test year rate case. Amortization of system development costs of approximately 

$158,000 and $1,567,000 was included as an O&M non-labor expense in the working 

cash calculation for the 2007 test year rate case and 1995 test year rate case, 

respectively. There were no unamortized system development costs included in rate 

base in HECO's 2005 test year rate case and therefore, there is no amortization expense 

in this rate case. 

2. Regulatory Commission Expense - Regulatory commission expense was included as an 

O&M non-labor expense in the working cash calculation in all three ofthe most recent 

rate cases. Included in HECO's 2007 test year rate case, HECO's 2005 test yem rate 
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case and HECO's 1995 test year rate case were $320,000, $198,000 and $284,000 in 

regulatory commission expenses, respectively. 

3. Amortization of Waiau Water Well Costs - Amortization ofthe deferred Waiau Water 

Well costs was included as an O&M non-labor expense in the working cash calculation 

in all three ofthe most recent rate cases. The estimated mnortization expenses included 

in HECO's 2007 test year rate case, HECO's 2005 test year rate case and HECO's 1995 

test year rate case were approximately $296,000, $302,000 and $145,000, respectively. 

4. Amortization of Kahe Unit 7 Costs - Amortization ofthe deferred Kahe Unit 7 project 

costs were included as an O&M non-labor expense in the working cash calculation for 

the HECO 2007 test year rate case and the 2005 test year rate case. $321,000 in 

amortization expense was included as an O&M non-labor expense in the working cash 

calculation. The Commission in Decision and Order No. 18872 (dated September 5, 

2001) in Docket No. 95-0047 approved the recording of a regulatory asset for the 

balance of any unamortized deferred costs related to this project. The amortization of 

this regulatory asset was adjusted through agreement with the Parties, which was 

documented in Exhibit V ofthe stipulated settlement letter, dated September 16, 2005 

in HECO's test year 2005 rate case. The Commission's decision authorizing the 

amortization was not issued until September 5, 2001, subsequent to HECO's 1995 test 

year rate cases. Therefore, this amortization expense was not included in the 1995 test 

year rate case. 

5. Amortization of SFAS 106 OPEB Regulatory Asset - Amortization of the SFAS 106 

OPEB Regulatory Asset was included as an O&M non-labor expense in the working 

cash calculation for the HECO 2007 test yem rate case, the 2005 test year rate case and 
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the 1995 test year rate case. The Commission issued Decision and Order No. 13659 

(dated November 29, 1994), in Docket No. 7233 and No. 7243 (Consolidated) allowing 

the establishment of this regulatory asset to be amortized over an 18-year period 

beginning January 1, 1995. $1,302,000 $1,302,000 and $2,751,000 in amortization 

expenses were included as an O&M non-labor expense in the working cash calculation 

in the HECO 2007 test year rate case, the 2005 test year rate case and the 1995 test year 

rate case, respectively. 
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Hawaiian Electric Company, Inc, 
Working Cash Study 
0*&M Non-Labor Payment Lag 

File: 

Source: 

C:\[DOD-IR-81 p.9-10.xls]Siimiiiaiy-exc. rate case fiom RB 

Per Supporting Worksheets 

Pension Expense 

OPEB Expense^ 

Pension Regulatory Liability amort. 

OPEB Regulatory Liability amort 

Test Year 

Expense (SOOO's) 
Note A 

$10,821 

$3,815 

($610) 

($155) 

%of 

Total 

8% 

3% 

0% 

0% 

Total 
Payment Lag 

Days 

0 

66 

0 

0 

Reference 

HECO-WP-1806, p, 32 

HECO-WP-1806. p, 33 

HECO-WP-1806,p, 32 

HECO-WP-1806,p, 32 

Weighted 

Average 

0 days 

2 days 

0 days 

0 days 

System Devel, Costs Amortization ^ 

Regulatory Commission Expense 

Waiau Water Well Amortization 

$1,610 

$440 

S295 

1% 

0% 

0% 

0 

-547 

0 

HECO-1117 

HECO-1403 

HECO T-7 

0 days 

-2 days 

0 days 

Emission Fees ' 

EPRI Dues ^ 

Other Non-Labor O&M 

$958 

$1,657 

119,259 

1% 

1% 

86% 

252 

(3) 

30 

HECO-WP-1806,p, 34 

HECO-WP-1806.P, 35 

HECO-WP-1806,p, 36-37 

2 days 

0 days 

26 days 

$138,091 100% 

O & M Non-Labor Payment Lag 28 days 

NOTE: Totals may not add exactly due to rounding. 

Note A 

^ Pension expense estimate based on 2009 Pension Accmal of $14,623k (per HECO-1303) x 74% (based 

on 2007 % of Employee Benefits charged to O&M expense), 

^ OPEB expense estimate based on 2009 OPEB expense of $5,155k (per HECO-1301) x 74% (based 

on 2007 % of Employee Benefits charged to O&M expense). Includes $l,302kof SFAS 106 Reg, Asset amortization. 

Per HECO-1124. 

Per HECO-1125. 

Per HECO-1117. 

Per HECO-1403. 

Per HECO T-7. 

^ Per HECO-1406 

^ other Non-Labor O&M = Total O&M Non-Labor e^ense of $138,091k, less other items noted above. 
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FOR INFORMATION PURPOSES ONLY 

Hawaiian Electric Company, Inc. 
Working Cash Study 
Regulatory Commission Expense 
F i l e : C : \ [ D 0 D - I R - 8 1 p.9-10.xls]Summai-> 

Source: 

2009 Test Year 

PAYMENTS MADE 

BEGE^ END 

2/1/08 9/30/09 

-exc. rate case fiom RB 

AVE 
PAYMENT AVG, 

PERIOD PAYMENT 
(DAYS) DATE 

304.0 12/1/08 

AMORTIZATION PERIOD 

START 
AMORT, END AMORT. 

6/1/09 5/30/11 

AVE AMORT 
PERIOD 
(DAYS) 

364.5 

AVE, 
AMORT, 

DATE 

5/31/10 

PAYMENT 
LAG (DAYS) 

-547,0 

Regulatory Commission Expense -547.0 

Assumptions 
- Interim D&O - May 2009 
- Amortization begins June 2009 
- Costs incurred through June 2009, paid through /30/09. 
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DOD-IR-82 

Interest deduction. Refer to HECO-WP-1602. 

a. Refer to HECO-WP-1602, page 2 of 10. What is the amount of (1) interest on long-term 
debt expense, (2) interest expense on short-term debt, and (3) interest expense on hybrid 
securities? 

b. Has HECO included any Construction Work in Progress (CWIP) in its proposed rate base? 
If so, please identify the amounts of CWIP that HECO has included. 

c. Has HECO included any other amounts in rate base that accrue AFUDC? If so, please 
identify the amounts that HECO has included. 

d. Please identify all AFUDC in the test year, broken out between (1) equity AFUDC and (2) 
debt AFUDC. 

HECO Response: 

a. (1) $32,303,000 (See HECO-2003) 

(2) $713,000 (See HECO-2002) 

(3) $2,059,000 (See HECO-2004) 

b. HECO has not included any CWIP in its proposed rate base. 

c. Prior to being deemed used or useful, certain assets (e.g. CWIP, system development costs 

and RO water pipeline costs) accrue AFUDC. Upon being deemed used or useful, the 

assets (including the accrued AFUDC) are included in rate base and AFUDC accrual 

ceases at that point. 

d. HECO estimates it will accrue approximately $11,907,000 in equity AFUDC and 

$4,485,000 in debt AFUDC in the test year. See Attachment 1 of this response. 
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AFUDC - NI 

AFUDC - ND 

Split: Equity 

Debt 

AFUDC Equity 

AFUDC Debt 

15,838,761 

553,635 

16,392,396 

72.64% 

27.36% 

11,907,436 

4,484,959 

16,392,396 

A 

B 

C 

A x B 

A x C 
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DOD-IR-83 

Refer to HECO-1122. 

a. Please show all results under HECO's pension tracking mechanism, including all deferrals 
and rate impacts, actual and as projected through December 31, 2009. Show in detail by 
month. If exact amounts are not available, provide HECO's best estimates and show in 
detail how such estimates were derived. 

b. Please show all results under HECO's OPEB tracking mechanism, including all deferrals 
and rate impacts, actual and as projected through December 31, 2009. Show in detail by 
month. If exact amounts are not available, provide HECO's best estimates and show in 
detail how such estimates were derived. 

HECO Response: 

a. See Attachment 1 for the entries recorded (through September 2008) and entries to be 

recorded (October 2008 through December 2009) under HECO's pension tracking 

mechanism, and the assumptions regarding pension expense mid funding filed in direct 

testimony. (See HECO T-11. page 73, hne 14 through page 74, line 18. See also 

HECO-1124, pagel . ) 

As shown on Attachment 1, page 1, HECO reflected the adoption ofthe pension tracking 

mechanism in October 2007, as a result ofthe Interim Decision and Order No. 23749 in 

Docket No. 2006-0386. In 2007, the NPPC included in rates was the same as the actual 

NPPC. There was no regulatory asset/liability for the difference between the actual NPPC 

and NPPC included in rates of $17,711,000. HECO didnot m ^ e any contributions to the 

pension trust Hind in 2007. At the end of December 2007, there was no impact to rate base 

as a result ofthe pension tracking mechanism. Note that as a result ofthe tracking 

mechanism, HECO was allowed to reclassify amounts otherwise reflected as Accumulated 

Other Comprehensive Income (AOCI) as a regulatory asset, however, such amounts me not 

included in rate base. 
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Attachment 1, page 2, reflects the entries recorded through September 2008, and estimates 

for the remainder of 2008. HECO's actual NPPC for 2008 is $14,661,000. The difference 

between the actual NPPC of $14,661,000 and the $17,711,000 included in HECO's current 

rates of $3,051,000 is reflected as a regulatory liability at the end of December 2008. This 

amount would be a reduction to rate base as of December 2008. HECO does not plan to 

make any contributions to the pension plmi in 2008. 

Attachment 1, page 3 reflects the entries for 2009. Since 2009 is a test year, it is assumed 

that the NPPC in rates is set at the actual NPPC for the year (test year estimate NPPC of 

$14,623,000). The test year expense of $14,013,000 would be the NPPC of $14,623,000 less 

the amortization of the regulatory liability at the end of December 2008 of $610,000 (one 

fifth of the balmice at the end of December 2008 of $3,050,757). The unamortized pension 

regulatory liability balance would be a reduction to rate base at the end of December 2009. 

At this time, HECO does not plan to make contributions to the pension plan in 2009. 

b. See Attachment 2 for the entries recorded (through September 2008) and entries to be 

recorded (October 2008 through December 2009) under HECO's OPEB tracking mechanism, 

and the assumptions regarding OPEB expense and funding filed in direct testimony. (See 

HECO T-11, page 74, line 19, through page 76, line 8. See also HECO-1125, page 1.) 

As shown on Attachment 2, page I, HECO reflected the adoption ofthe OPEB tracking 

mechanism in October 2007, as a result ofthe Interim Decision and Order No. 23749 in 

Docket No. 2006-0386. In 2007, the NPBC included in rates (actual NPBC and the 

amortization ofthe SFAS 106 Regulatory Asset less the executive life portion of OPEB and 

the electric discount) of $6,350,000 (see Attachment 2, page 2) was the smne as the actual 

NPBC (actual NPBC and the amortization ofthe SFAS 106 Regulatory Asset less the 
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executive life portion of OPEB and the electric discount). Thus, there was no regulatory 

asset/liability for the difference between the actual OPEB and OPEB amounts included in 

rates. HECO's contributions to the OPEB tmst funds in 2007 of $6,758,000 equaled the 

NPBC of $6,291,000 plus the SFAS 106 amortization of $1,301,832 less the executive hfe 

portion that is not included in rates of $835,000, and there was no regulatory asset/liability 

for the difference between the OPEB amounts and the contributions to the OPEB trusts. At 

the end of December 2007, there was no impact to rate base as a result ofthe OPEB tracking 

mechanism. Note that as a result ofthe tracking mechanism, HECO was allowed to 

reclassify amounts otherwise reflected as AOCI as a regulatory asset, however, such amounts 

are not included in rate base. 

Attachment 2, page 2, reflects the recorded entries through September 2008, and estimates 

for the remainder of 2008. HECO's actual NPBC for 2008 (actual NPBC and the 

amortization ofthe SFAS 106 Regulatory Asset less the executive life portion of OPEB and 

the electric discount amount excluded from the tracker) is $5,573,000 (see Attachment 2, 

page 2). The difference between the actual NPBC (amounts to be included in the tracker) 

and the NPBC in rates (included in the tracker) of $777,000 is reflected as a regulatory 

liability at the end of December 2008. This amount would be a reduction to rate base as of 

December 2008. HECO's contribution to the OPEB tmsts of $5,981,000 equaled the amount 

of OPEB expense. 

Attachment 2, page 3 reflects the entries for 2009. Since 2009 is a test year, it is assumed 

that the NPBC in rates is set at the actual NPBC for the year (test year estimate of NPBC and 

the amortization ofthe SFAS 106 regulatory asset less the executive life portion of OPEB) of 

$5,653,000. (See Attachment 2, page 3). The OPEB expense for the test yem reflects the 
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actual NPBC for the year less the mnortization ofthe regulatory liability at the end of 

December 2008 and amounts to $5,000,000. (See HECO-1301.) The unamortized OPEB 

regulatory liability balance at the end of 2009 of $622,000 is reflected as a reduction in rate 

base at the end of December 2009. (See HECO-1125.) 



HECO 
Pension reconciliation - 2007 
DR (CR) 

1 

12/31/06 bal before SFAS 158 
Adopt SFAS 158 on 12/31/06 

(A) NPPC accrual for 2007 and 
amortization of SFAS 158 AOCI 

(B) reclass reg asset for ratemaking 
Jan 
Feb 
Mar 
Apr 
May 
Jun 
Jul 

Aug 
Sept 
Oct 

Contributions to pension fund 
Jan 
Feb 
Mar 
Apr 
May 
Jun 
Jul 

Aug 
Sept 
Oct 

10/31/07 GL balance before tracker 

Adopt pension tracker on i t i l 'Mlb/ 
10/31/07 GL balance after tracker 

NPPC accrual for 2007 and 
amortization of SFAS 158 AOCI 

Nov 
Dec 

Reclass reg asset for ratemaking 
Nov 
Dec 

Qual Pension 
Expense 

^FB 779 PHE NE 
NPF77777 t̂ HQ 

(A) 
1,483,500 
1,483,500 
1,483,500 
1,483,500 
1,483,500 
1,470,461 
1,470,461 
1,470,461 
1,470,461 
1,470,461 

14,769,805 

-

14,769,805 

14,769,805 

1,470.461 
1,470,463 

AOCI 
Qual Plan 

Ppd Pension 
21105000 

0 
68,260,785 
68,260,785 

-

68,260,785 

iss^^myw 0 

Reg Asset 
Tracker 

Ppd Pension 
18676010 

0 

(B) 
(1,483,500) 
{1,483,500} 
(1,483,500) 
(1,483,500) 
(1,483,500) 
(1,470,461) 
(1,470,461) 
(1,470,461) 
(1,470,461) 
(1,470,461) 

(14,769,805) 

-

(14,769,805) 

eS,26d,7S5 
53,490,980 

(1,470,461) 
(1,470,463) 

QUALIFIED 

AOCI 
Qual Plan 
SFAS 158 
21105000 

0 
63,220,325 
63,220,325 

(A) 
(608,039) 
(608,039) 
(608,039) 
(608,039) 
(608,039) 
(595,600) 
(595,600) 
(595,600) 
(595,600) 
(595,600) 

(6,018,195) 

-

57,202,130 

~WW7(W 
0 
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Reg Asset 
Tracker 

SFAS 158 
18676020 

0 

(B) 
1,483,500 
1,483,500 
1,483,500 
1,483,500 
1,483,500 
1,470,461 
1,470,461 
1,470,461 
1,470,461 
1,470,461 

14,769,805 

-

14,769,805 

57,202,150 
71,971,935 

(595,600) 
(595,599) 

1,470,461 
1,470,463 

Prepaid 
Pension 

24206900 

68,260,785 
(68,260,785) 

0 

-

-

0 

Liability 
SFAS 158 

24207000 

0 
(63,220,325) 
(63,220,325) 

(A) 
(875,461) 
(875,461) 
(875,461) 
(875,461) 
(875,461) 
(874,861) 
(874,861) 
(874,861) 
(874,861) 
(874,861) 

(8,751,610) 

-

(71,971,935) 

(71,971,935) 

(874,861) 
(874,864) 

Amort of 12/31/06 reg asset 
(prepaid pension asset) balance 

was not approved for HECO NA 

Set up reg asset for 2007 
(Difference betwen what's 
in 2007 rates vs. NPPC) 

Nov 
Dec 

Contributions to pension fund and 
Payments to beneficiaries 

Nov 
Dec 

12/31/07 GL balance 
Wyatt adjustment 

12/31/07 Adjusted GL balance 

17,710,729 0 50,550,056 

50,550,056 

73,721,660 
(11,856,678) 
61,864,982 

(73,721,660) 
11,856,678 

(61,864,982) 

Should be per Wyatt 
Difference 

112,415,038 (61,864,982) 
0 
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HECO 
Pension reconciliation -2008 
DR (CR) 

RATE BASE ? > 

12/31/07 GL bal 

NPPC accrual for 2008 and 
amortization of SFAS 158 AOCI 

Jan 
Feb 
Mar 
Apr 

May 
Jun 
Jul 

Aug 
Sept 

Oct 
Nov 
Dec 

Reclass reg asset for ratemaking 
Jan 
Feb 

M» 
Apr 

May 
Jun 
Jul 

Aug 
Sept 

O d 
Nov 
Dec 

Dual Pension 
Expense 

PFB 779 PHE NE 
NPFZZZZZ 509 

-

1,190,250 
1,190,250 
1,190,250 
1,190,250 
1,190,250 
1,244,142 
1,244,142 
1,244,142 
1,244,142 
1,244,142 
1,244,142 
1,244,141 

14,660,243 

NO 
Reg Asset 

Tracker 
Ppd Pension 

18676010 

50,550,056 

(1,190,250) 
(1,190,250) 
(1,190,250) 
(1,190,250) 
(1,190,250) 
(1,244,142) 
(1,244,142) 
(1,244,142) 
(1,244,142) 
(1,244,142) 
(1,244,142) 
(1,244,141) 

NO 
Reg Asset 

Tracker 
SFAS 158 
18676020 

61,864,982 

(424,364) 
(299,712) 
(362,038) 
(362,038) 
(362,038) 
(359,561) 
(359,561) 
(359,561) 
(359,561) 
(359,561) 
(359,561) 
(359,564) 

(4,327,120) 

1,190,250 
1,190,250 
1,190,250 
1,190,250 
1,190,250 
1,244,142 
1,244,142 
1,244,142 
1,244,142 
1,244,142 
1,244,142 
1,244,141 

YES 
Reg Asset 

Tracker 
Excess Contnb 

18676030 

-

QUALIFIED 

YES 
Reg Asset 

Tracker 
NPPC vs Rates 

18676040 

-

YES 
Reg Liab 
Tracker 

NPPC vs Rates 
25400004 

-

NO 
Reg Liab 
Tracker 

Neg WPPC 
25400005 

-

NO 
Prepaid 
Pension 

Neg NPPC 
24206900 

-

NO 
Liability 

SFAS 158 

24207000 

(61,864,982) 

(765,886) 
(890,538) 
(828,212) 
(828,212) 
(828,212) 
(884,581) 
(884,581) 
(884,581) 
(884,581) 
(884,581) 
(884,581) 
(884,577) 

(10,333,123) 

Contributions to pension fund and 
payments to beneficiaries 

Jan 
Feb 
Mar 
A|M' 

May 
Juti 
Jul 

Aug 
Sepl 
O d 
Nov 
Dec 

Amort of reg asset (prepaid pension 
asset) balance HELCO ONLY 

Jan 
Feb 
Ma-
A|M' 

May 
Jun 
Jul 

Aug 
Sepl 
O d 
Nov 
Dec 

(14,660,243) 

Set up reg liab for 2008 (Difference 
between what's in 2008 rates vs. 
NPPC) 

Jan 285.6B7 
Feb 285,667 
Mar 285,667 
Afff 285,667 

May 285,667 
Jun 231,775 
Jui 231,775 

Aug 231.775 
Sept ^ 1 , 7 7 5 
O d 231,775 
Nov 231,775 
Dec 231.772 

GL Balance 12/31/08 

Watson Wyatt Adjustment 

Revised GL balance (should be 
Watson Wyatt at year end] 

3,050.757 

(285,667) 
(285,667) 
(285,667) 
(285,667) 
(285,667) 
(231,775) 
(231,775) 
(231,775) 
(231,775) 
(231,775) 
(231,775) 
(231,772) 

(3,050,757) 

(3,050,757) (72,198,105) 

(3,050,757) (72,198,105) 



DOD-IR-83 
DOCKET NO. 2008-0083 
ATTACHMENT 1 
PAGE 3 OF 3 

HECO 
Pension reconciliation - 2009 
DR (CR) 

RATE BASE ?-—> 

1 

12/31/08 GL bal 

NPPC accrual for 2009 and 
amortization of SFAS 158 AOCI 

Jan 
Feb 
Mar 
Apr 

May 
Jun 
Jul 

Aug 
Sept 

Oct 
Nov 
Dec 

Reclass reg asset for ratemaking 
Jan 
Feb 
Mm 
Apr 
May 
Jun 
Jul 

Aug 
Sept 

O d 
Nov 
Dec 

Qual Pension 
Expense 

^-FB 779 PHE NE 

1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,587 

14,623,000 

NO 
Reg Asset 

Tracker 
Ppd Pension 

35,889,813 

(1,218,583) 
(1,218,583) 
(1,218,583) 
(1,218,583) 
(1,218,583) 
(1,218,583) 
(1,218,583) 
(1,218,583) 
(1,218,583) 
(1,218,583) 
(1,218,583) 
(1,218,587) 

NO 
Reg Asset 

Tracker 
SFAS 158 

72,198,108 

(360,593) 
(360,593) 
(360,593) 
(360,593) 
(360,593) 
(360,593) 
(360,593) 
(360,593) 
(360,593) 
(360,593) 
(360,593) 
(360,597) 

(4,327,120) 

1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,583 
1,218,587 

YES 
Reg Asset 

Tracker 
Excess Contnb 

-

QUALIFIED 

YES 
Reg Asset 

Tracker 
NPPC vs Rates 

YES 
Reg Liab 
Tracker 

NPPC vs Rates 

(3,050,757) 

NO 
Reg Liab 
Tracker 

Neg NPPC 

NO 
Prepaid 
Pension 

Neg NPPC 

NO 
Liability 

SFAS 158 

(72,198,108) 

(857,990) 
(857,990) 
(857,990) 
(857,990) 
(857,990) 
(857,990) 
(857,990) 
(857,990) 
(857,990) 
(857,990) 
(857,990) 
(857,990) 

(10,295,880) 

Contributions to pension fund and 
payments to beneficiaries 

Jan 
Feb 
Ma^ 
A p i 
May 
Jun 
Jul 

Aug 
Sepl 
O d 
Nov 
Dec 

Amort of reg asset (prepaid pension 
asset) balance HELCO ONLY 

Jan 
Feb 
Ma^ 
A p i 
May 
Jun 
Jul 

Aug 
Sepl 
O d 
Nov 
Dec 

(14,623,000) 

Amortize reg liab at the end of 2008 
over 5 years 

Jan (50,850) 
Feb (50,850) 
M » (50,850) 
Apr (50,850) 

May (50,850) 
Jun (50,850) 
Jul (50,850) 

Aug (50,850) 
Sepl (50,850) 

O d (50,850) 
Nov (50,850) 
Dec (50,850) 

GL Balance 12/31/09 

Watson Wyatt Adjustment 

Revised GL balance (should be 
Watson Wyatt at year end] 

(610,200) 

50,850 
50,850 
50,850 
50,850 
50,850 
50,850 
50,850 
50,850 
50,850 
50,850 
50,850 
50.850 

610,200 

(2,440,557) (82,493,988) 

(2,440,557) (82,493,988) 
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HECO 
OPEB reconciliation - 20Q7 
DR (CR) 

12/31/06 bal before SFAS 158 
Adopt SFAS 158 on 12/31/06 

Amotlizalion of SFAS 158 AOCI 
SFAS 106 Reg Asset 

NPBC accrual for 2007 

Contributions to OPEB funds 

10/31/07 GL balance before i 
Adopt OPEB tracker on 10/31/0 

OPEB 
Expense 

PFB 779 PHE NE 

J 

-

and 

Jan 
Feb 
Mar 
Apr 
May 
Jun 
Jul 

Aug 
Sept 
Oct 

Jan 
Feb 
Mar 
Apr 
May 
Jun 
Jul 

Aug 
Sept 
Oct 

Mar 
Jun 

Sept 
eel ass 
J 

10/31/07 GL balance after reclass 

MPF77777 500 

0 

0 

0 

606,333 
606,333 
606,333 
606,333 
606,333 
465,674 
465,674 
465,674 
465,674 
465,674 

5,360,035 

5,360,035 

5,360,035 

Portion of 
NPBC not 
included for 
ratemakina 

(68,833) 
(68,833) 
(68,833) 
(68,833) 
(68,833) 
(70,163) 
(70,163) 
(70,163) 
(70,163) 
(70,163) 

(694,980) 

(694,980) 

(694,980) 

OPEB 
Expense 

SFAS 106 
amortEation 

0 

0 

108,486 
108,486 
108,486 
108,486 
108,486 
108,486 
108,486 
108,486 
108,486 
108,486 

1,084,860 

1,084,860 

1,084,860 

1,084,860 

Reg Asset 
OPEB 

SFAS 106 
18670700 

7,811,034 

7,811,034 

(108,486) 
(108,486) 
(108,486) 
(108,486) 
(108,486) 
(108,486) 
(108,486) 
(108,486) 
(108,486) 
(108,486) 

6,726,174 

6,726,174 

6,726,174 

6,726,174 

Reg Asset 
OPEB 

SFAS 158 
18677Q10 

0 

0 

0 

0 

0 
21,925,017 
21,925,017 

AOCI 
OPEB Reg 
SFAS 158 
21107000 

0 
23,639,382 
23,639,382 

(228,627) 
(228,627) 
(228,627) 
(228,627) 
(228,627) 
114,514 

(171,436) 
(171,436) 
(171,436) 
(171,436) 

21,925,017 

21,925,017 

21,925,017 
(21,925,017) 

0 

Reg Asse 
OPEB 

1 

OPEB Tracker 
1867702C 1 

0 

D 

0 

0 

0 

0 

Liability 
OPEB Reg 

253800 

(7,811,034) 

(7,811,034) 

(7,811,034) 

(537,500) 
(537,500) 
(537,500) 
(537,500) 
(537,500) 
(395,511) 
(395,511) 
(395,511) 
(395,511) 
(395,511) 

(12,476,089) 

168,750 
2,196,388 
2,196,388 

(7,914,563) 

(7,914,563) 

Liability 
OPEB Reg 
SFAS 158 
253800 

0 
(23,639,382) 
(23,639,382) 

228,627 
228,627 
228,627 
228,627 
228,627 

(114,514) 
171,436 
171,436 
171,436 
171,436 

(21,925,017) 

(21,925,017) 

(21,925,017) 

(21,925,017) 

Amortization of SFAS 158 AOCI and 
SFAS 106 Reg Asset 

NPBC accrual for 2007 

Set up reg asset for 2007 
(Difference betwen what's 
in 2007 rates vs. NPBC) 

Nov 
Dec 

Nov 
Dec 

Nov 
Dec 

465,674 
465,677 

(70,163) 
(70,166) 

108,486 
108,486 

(108,486) 
(108,486) 

(171,436) 
(171.433) 

(224,075) 
(224,078) 

Contributions to OPEB funds 
Dec 2,196,390 

12/31/07 GL balance 6,291,386 
V/yatt adjustment 

12/31/07 Adjusted GL balance 6,291,386 

(835,309) 21,582,148 
(8,675,523) 
12,906,625 

0 (6,166,326) (21,925,017) 
8,675,523 

0 (6,166,326) (13,249,494) 
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HECO 
OPEB Tracker Reconciliation - 200B 
DR(CR) 

RATE BASE ' > 

12/3H07 GL balance 

Amortization ot SFAS 15B AOCI and 
SFAS 106 Reg Asset 

Jan 
Feb 
Mar 
Apr 

May 
Jun 
Jul 

Aug 
Sept 
O d 
Nov 
[)ec 

Expense 
OPEB 

PFB 779 PHE NE 
MPF77777 .>inQ 

Portion of 
NPBC not 

mcljded for 
ratemakina 

Expense 
OPEB 

SFAS 10B 
Amortization 

108,486 
108.4B6 
108,486 
108,488 
108^486 
108,486 
108,486 
108.486 
108,486 
108,486 
108^486 
108,493 

NO 
Reg Asset 

OPEB 
SFAS 106 
1B670700 

6,509,0B6 

|108,4B6) 
(108,4B6) 
1108,406) 
(108,406) 
1108,406) 
(108,406) 
1108,406) 
1108,406) 
1108,406) 
1108,406) 
1108,406) 
(108,493) 

NO 
Reg Asset 

OPEB 
SFAS 153 
18677010 

12,906,625 

(171,417) 
(171,455) 
(171,436) 
(171,436) 
(171,436) 
(171,436) 
(171,436) 
(171,436) 
(171,436) 
(171,436) 
(171,436) 
(171,430) 

YES 
Reg Asset 

OPEB 
Excess Craitrib 

18677030 

YES 
Reg Asset 

OPEB 
NPBC vs Rates 

1B677040 

NO 
Liability 

OPEB Reg 

253800 

(6,166,326) 

NO 
Liability 

OPEB Reg 
SFAS 150 

253800 

(13,249,494) 

171,417 
171,455 
171,436 
171,436 
171,436 
171,436 
171,436 
171,436 
171,436 
171,436 
171,436 
171,433 

YES 
Reg Liab 
OPEB 

True-up 
25400002 

NPBC accrjal for 2000 
Jan 
Feb 
Mar 
Apr 

May 
Jun 
Jul 

Aug 
Sept 
Oct 
Nov 
Dec 

Contribirtions lo OPEB turds 
la/c 25300100,200,300,400) 

Feb 
Mar 
Apr 

May 
Jun 
Jul 

Aug 
Sept 
O d 
Nov 
Dec 

407,003 
407,003 
407,003 
407,003 
407,003 
444,791 
444,791 
444,791 
444,791 
444,791 
444,791 
444,792 

(1.301.039) (2,057,234) 

(70,854) 
(70,854) 
(70,854) 
(70,854) 
(70.854) 
(73.635) 
(73.635) 
(73,635) 
(73,635) 
(73,635) 
(73,635) 
(73,635) 

(416.229) 
(416,229) 
(416,229) 
(416,229) 
(416.229) 
(371,156) 
(371,156) 
(371,156) 
(371,156) 
(371,156) 
(371,156) 
(371.157) 

(869,715) (4.679,230) 

Set j p reg fiab for 2008 (Difference 
betwen wtiat's in 2008 rates vs. 
NPBC) 

Jan 
Feb 
Mar 
Apr 

May 
Jun 
Jul 

Aug 
Sept 
O d 
Nov 
Dec 

38.438 
38.438 
38,438 
38,438 
38.438 
83.511 
83.511 
03.511 
83.511 
83.511 
83,511 
83,506 

GL Balance 12/31/00 

(38,438) 
(38.438) 
(38.438) 
(38.438) 
(38.438) 
(83.511) 
(83.511) 
(83.511) 
(83.511) 
(83.511) 
(83,511) 
(83,506) 

776,762 

6.325.715 (869,715) 1,301,839 5,207,247 

-
10,849,391 (4,864,487) (11,192,260) 

(776,762) 

(776,762) 

NPBC Included in tracker 
NPBC (2007) 

Amortization ot 106 Reg Asset 
Electric Discount 

Executive Life 

Interim D&O 23749 (Oct 22, 2007) 

2008 Adual NPBC 
NPBC 2008 
Amor^zation of 106 Reg Asset 
Electric Discount 

Executive Life 

_ 
Difference (Actual NPBC vs NPBC in 
rates) (b)-(a) 

OPEB expense for 2008 
NPBC 2003 

Amortization ot 106 Reg Asset 
Executive Life 

6,291.000 
1,302.000 
(408,000) 
(835,000) 

6.350.000 (a) 

5,548.953 
1.301.839 
(407.839) 
(869.715) 

5.573,238 (b) 

(776,762) HE' 

5,548,953 
1,301,839 
(869.715) 

5.981.077 
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HECO 
OPEB Tracker Reconcilialio 
DR (GR) 

RATE BASE •>—> 

12/31/08 GL balance 

-2009 

Expense 
OPEB 

PFB 779 PHE NE 
NPF77777 ̂ .m 

Portion of 
NPBC not 

induded for 
ratemakina 

Expense 
OPEB 

SFAS 106 
Amortizattor 

Expense 
OPEB 

PFB 779 PHE NE 
NPF77777 c.m 

NO 
Reg Asset 

OPEB 
SFAS 106 
18570700 

5,207,247 

NO 
Reg Asset 

OPEB 
SFAS 153 
18677010 

10,849,391 

YES 
Reg Assel 

OPEB 
Excess Corlrib 

18677030 

YES 
Reg Asset 

OPEB 
NPBC va Rates 

18677040 

NC 
Liability 

OPEB Reg 

253800 

(4,864,487) 

NO 
Liability 

OPEB Reg 
SFAS 153 
253800 

(11,192,260) 

YES 
Reg Liab 

OPEB (2008) 
True-up 

25400002 

(776,76 

Amortization of SF/\S 158 AOCI and 
SFAS 106 Reg Asset 

NPBC accrual for 2009 

Contributions to OPEB funds 
(a/c 25380100,200,300,400) 

Jan 
Feb 
Mar 
Apr 
May 
Jun 
Jul 

Aug 
Sept 
Oct 
Nov 
Dec 

08,486 
08,486 
08,486 
08,436 
08,486 
08,486 
08,486 
08,486 
08,486 
08,486 
08,486 
08,493 

(108,486) 
(108,436) 
(108,486) 
(108,486) 
(108,486) 
(108,486) 
(108,486) 
(108,486) 
(108,486) 
(108,486) 
(108,486) 
(108,493) 

(171,417) 
(171,455) 
(171,436) 
(171,436) 
(171,436) 
(171,436) 
(171,436) 
(171,436) 
(171,436) 
(171,436) 
(171,436) 
(171,438) 

171,417 
171.455 
171.436 
171.436 
171.436 
171,436 
•(71,436 
•(71.436 
171.436 
171.436 
171,436 
171,438 

Jan 
Feb 
Mar 
Apr 

May 
Jun 
Jul 

Aug 
Sept 
Oct 
Nov 
Dec 

435,333 
435,333 
435,333 
435,333 
435,333 
435,333 
435,333 
435,333 
435,333 
435,333 
435,333 
435,337 

Feb 
Mar 

(72,750) 
(72,750) 
(72,750) 
(72,750) 
(72,750) 
(72,750) 
(72,750) 
(72,750) 
(72,750) 
(72,750) 
(72,750) 
(72,750) 

1873,000) 

11,301,839) (2.057,234) 

(363.583) 
(362.583) 
(362^8^ 
(362^8^ 
(362^8^ 
(362^83) 
(362^83) 
(362^83) 
(362,583) 
(362,583) 
(362,583) 
(362,587) 

(4,351,000) 

May 

Aug 
Sept 

Nov 
Dec 

Amortize 2008 reg liab r r 5 years 
Jan 
Feb 
Mar 
Apr 
May 
Jun 
Jul 

Aug 
Sept 
Oct 
Nov 
Dec 

(12,946) 
(12,946) 
(12,946) 
(12,946) 
(12,946) 
(12,946) 
(12,946) 
(12,946) 
(12946) 
(12946) 
(12946) 
(12.946) 

1 2 3 « 
1 2 3 « 
12346 
12346 
U346 
12^46 
12.946 
1:̂ 946 
12346 
12346 
12,946 
12,946 

(155,352) 155,352 

GL Balance 12/31/09 

Watson Wyall Adjustment 

Revised GL balance (tracker bals 
should lie to WW at year end) 

(873,000) (155,352) (3,562,648) (9,135,026) (621,410) 

(873,000) (155,352) (3.562,648) (9.135,026) (621,410) 

NPSC for tracker 
NPBC (2009) 
Amortization of 106 Reg /\ssel 
Executive Life 

NPBC for tracks 

OPEB expense fM 2009 test year 
NPBC for tracker 
Amorlizatran of Reg Liataltry 12/08 
Bectric Discount (current year) 

Test Year OPEB expense 

5,224,000 
1,302,000 
(873,000) 

5,653,000 HECO-1125 

5,653,000 
(155,000) 
(498,000) 

5,000,000 HECO-1301 
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DOD-IR-84 

For all pension funding contributions made by HECO from 1999 through 2008, please identify 
the amount, payment date, and pension measurement year to which each such payment pertains. 

HECO Response: 

See HECO's response to CA-RIR-33 in Docket No. 04-0113 regarding the dates and the 

amounts of pension fund contributions for 1999-2004. Regarding the date and mnount of 

pension fund contributions for 2005, see HECO's response to CA-IR-140 in Docket 

No. 2006-0386. HECO did not make contributions in 2006 or 2007. HECO does not plan to 

make contributions in 2008. See also HECO's response to CA-IR-243 in this proceeding. 

See Attachment 1 of this response for a schedule that identifies the plan year to which the 

contributions pertain. 
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DOD-IR-85 
DOCKET NO. 2008-0083 
PAGE 1 OF 1 

DOD-IR-85 

Has HECO filed a Pension Funding Study for 2008 or 2009? If so, please provide a complete 
copy of such studies. 

HECO Response: 

No. HECO's most recent Pension Funding Study was prepm^ed in May 2007, and filed in the 

Company's 2007 test year rate case (Docket No. 2006-0386) on May 30, 2007. 



DOD-IR-86 
DOCKET NO. 2008-0083 
PAGE 1 OF 1 

DOD-IR-f 

Refer to HECO T-7 at page 48, lines 16-23. Please state the number of actual PSO&M 
Depmtment filled positions for each category as of September 30, 2008. 

HECO Response: 

The number of actual PSO&M positions filled for each category as of September 30, 2008 is 

shown below: 

03/31/08 

Recorded 

152 

148 

09/30/08 

Recorded 

160 

147 

Difference 

9 

-1 

Operating Division 

Maintenance Division 

Planning & Engineering Div 23 23 0 

O&M Services Division 8 9 1 

Admini stration _ 2 2 0 

TOTAL 333 341 9 

See Attachment 1 for details by position. Please note the following RAs included in each 

category. 

1. Operation Division: RAs PIO, PIH, PIK, PIW, and PIY. 

2. Maintenance Division: RAs PIL, PIM, PIN, PIT, PIX, and PIZ. 

3. Planning & Engineering: RAPIP. 

4. O&M Services Division: RAs PIB (except for PSO&M Manager and Secretary), PIQ, PID, 

and PIV. 

5. Administration: RA PIB (only PSO&M Manager and Secretary). 
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DOD-IR-87 

Refer to HECO-1503. 

a. Please provide the equivalent page showing actual employee counts for January through 
September 2008. 

b. As of September 30, 2008, please identify by department, the number of vacant positions. 
c. As of August 31, 2008, please identify by department, the number of vacant positions. 

HECO Response: 

a. Actual employee counts for Jmiuary through September 2008 can be found on Attachment 1. 

b. The requested information is provided in Attachment 2. Vacancies are shown as the 

difference between the 2008 budget for the month of September mid the actual employee 

count at the end of September. The IRP function was moved under the Corporate Planning 

Depmtment which was established in August 2008 (reporting to the Executive Vice 

President, Public Affairs). Consequently, the report differs slightly from that shown on the 

original HECO-1503. Employees whose labor expenses are recovered through the Demand-

side Management ("DSM") adjustment surcharge are excluded from the forecast budget and 

actual employee count levels. 

c. The requested information is provided in Attachment 3. Vacancies are shown as the 

difference between the 2008 budget for the month of August and the actual employee count 

at the end of August. Like Attachment 2, because the IRP function was moved under the 

Corporate Planning Department, this attachment differs slightly from that shown on the 

original HECO-1503. Also, employees whose labor expenses are recovered through the 

DSM adjustment surcharge are excluded from the forecast budget and actual employee count 

levels. 
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President's Office 

Sr. 

VP 

Corporate Audit & Compliance 
President's Office 

Subtotal 
Exec VP 

Subtotal 
Corporate Excellence 
Compensation S Benefits 
Industrial Relations 
Safety, Security & Facilities 
Workforce Staffing S Development 
VP-Cofporate Excellence's Office 

Subtotal 
SVP-Finance & Administration 

VP 

Sr. 

V 

Sr. 

V 

V 

Exc 

V 

V 

General Accountinq 
Information Technoloqy 8 Services 
Management Accountinq a Fin Svcs 
Risk Manaqement 
Financial VP/Treasurer's Office 

Subtotal 
General Counsel 
Leqal/Land and Riqhts of Way 
VP-Gen Counsel's Office 

Subtotal 
VP-Energy Solutions 
Customer Installations 
Enerqy Projects 
Technoloqy 
Sr, VP-Energy Solutions' Office 

Subtotal 
P-Customer Solutions 
Customer Technoloqy Applications 
Enerqy Services' 
Forecasts 8 Research 
Marketing Services 
VP-Customer Solutions' Office 

Subtotal 
VP-Operations 
Customer Service 
Sr, VP-Operations' Office 

Subtotal 
P-Energy Delivery 
Construction 8 Maintenance 
Enqineerinq 
Support Sen/ices 
System Operation 
VP-Energy Delivery's Office 

Subtotal 
P-Power Supply 
Environmental 
Power Supply Engineering 
Power Supply Operations & Maintenance 
Power Supply Services 
System Planning 
VP-Power Supply 's Office 

Subtotal 
c. VP-Public Affairs 

Jan-08 

9 
3 
12 

0 

10 
9 
46 
17 
4 
86 

26 
89 
20 
9 
3 
147 

15 
2 
17 

50 
9 
3 
4 
66 

9 
12 
10 
11 
2 
44 

139 
2 
141 

215 
84 
84 
113 
2 
498 

24 
46 
337 
13 
19 
3 
442 

Corporate Planninq (Est, 8/11/08, includes IRP} 
Govemmental Relations 
Integrated Resource Planning 
EVP-Public Affairs'Office 

Subtotal 
P-Corporate Relations 
Corporate Communications 
VP-Corporate Relations' Office 

Subtotal 
P-Government & Community Affairs 
Education 8 Consumer Affairs 
Regulatory Affairs 
VP-Gov't 8 Comm Affairs' Office 

Subtotal 
Company Total 

3 
5 
3 
11 

9 
3 
12 

8 
9 
7 
24 
1500 

Feb-08 

9 
4 
13 
2 
2 

10 
9 
46 
17 
4 
86 

24 
89 
21 
9 
3 
146 

16 
2 
18 

50 
9 
3 
4 
66 

9 
12 
10 
11 
2 
44 

140 
2 
142 

214 
84 
84 
116 
2 
500 

24 
46 
335 
12 
19 
3 
439 

3 
5 
2 
10 

9 
3 
12 

8 
10 
7 
25 
1503 

Mar-Oa 

8 
4 
12 
2 
2 

10 
9 
46 
16 
4 
85 

26 
88 
20 
9 
3 
146 

16 
2 
18 

50 
9 
3 
4 
66 

9 
13 
10 
11 
2 
45 

142 
2 
144 

213 
84 
84 
115 
2 
498 

24 
47 
333 
12 
19 
3 
438 

3 
5 
2 
10 

9 
3 
12 

8 
10 
7 
25 
1501 

Apr-08 

8 
4 
12 
2 
2 

10 
9 
45 
18 
5 
87 

26 
87 
20 
9 
3 
145 

16 
2 
18 

50 
9 
3 
4 
66 

9 
13 
10 
11 
2 
45 

142 
2 
144 

212 
84 
84 
115 
2 
497 

24 
47 
337 
13 
20 
3 
444 

3 
6 
2 
11 

9 
3 
12 

8 
10 
7 
25 
1508 

May-08 

10 
4 
14 
2 
2 

11 
9 
44 
18 
5 
87 

26 
92 
19 
9 
3 
149 

16 
2 
18 

50 
9 
3 
4 
66 

9 
13 
10 
11 
2 
45 

139 
2 
141 

214 
88 
84 
115 
2 
503 

24 
48 
334 
14 
20 
3 
443 

3 
6 
2 
11 

9 
3 
12 

8 
10 
7 
25 
1516 

Jun-08 

11 
4 
15 

0 

11 
9 
43 
18 
5 
86 

26 
92 
21 
8 
3 
150 

17 
2 
19 

50 
9 
3 
4 
66 

10 
13 
10 
11 
2 
46 

138 
2 
140 

215 
90 
84 
116 
2 
507 

24 
48 
337 
16 
20 
3 
448 

3 
6 
2 
11 

10 
3 
13 

8 
11 
7 
26 
1527 

Jul-08 

11 
4 
15 

0 

11 
9 
41 
18 
5 
84 

26 
91 
22 
9 
3 
151 

17 
2 
19 

51 
9 
3 
4 
67 

10 
13 
10 
11 
2 
46 

138 
2 
140 

218 
88 
84 
116 
2 
508 

24 
48 
341 
16 
20 
3 
452 

2 
6 
2 
10 

10 
3 
13 

7 
11 
7 
25 
1530 

Aug-08 

9 
3 
12 

0 

11 
9 
41 
17 
5 
83 

26 
92 
21 
9 
3 
151 

16 
2 
18 

51 
9 
3 
4 
67 

9 
12 
10 
11 
2 
44 

139 
2 
141 

213 
81 
83 
114 
2 
493 

24 
47 
338 
16 
20 
3 
448 

7 
2 

2 
11 

9 
3 
12 

7 
12 
7 
26 
1506 

Sep-oa 

10 
2 
12 

0 

11 
10 
44 
17 
5 
87 

27 
92 
22 
9 
3 
153 

17 
2 
19 

51 
9 
3 
4 
67 

9 
12 
10 
11 
2 
44 

139 
2 
141 

213 
82 
83 
114 
2 
494 

23 
47 
341 
15 
20 
3 
449 

7 
2 

2 
11 

9 
3 
12 

7 
12 
7 
26 
1515 

Employee counts include interns and temporary employees on HECO payroll, but exclude employees covered under the OSM surcharge adjustment docket for 
all years 



9/30/08 Vacancies 

President's Office 

Sr. 

Corporate Audit 8 Compliance 
President's Office 

Subtotal 
Exec VP 

Subtotal 
VP-Corporate Excellence 

Compensation & Benefits 
Industrial Relations 
Safety, Security 8 Facilities 
Workforce Staffing & Development 
VP-Corporate Excellence's Office 

Subtotal 
SVP-Finance & Administration 

VP-

Sr. 

V 

Sr. 

V 

V 

Exe 

V 

V 

General Accounting 
Information Technology & Sen/ices 
Management Accountinq & Fin Svcs 
Risk Management 
Financial VP/Treasurer's Office 

Subtotal 
General Counsel 
Legal/Land and Riqhts of Way 
VP-Gen Counsel's Office 

Subtotal 
i/P-Energy Solutions 
Customer Installations 
Enerqy Proiects 
Technology 
Sr, VP-Energy Solutions' Office 

Subtotal 
'-Customer Solutions 
Customer Technology Applications 
Energy Sen/ices" 
Forecasts 8 Research 
Marketing Sen/ices 
VP-Customer Solutions' Office 

Subtotal 
^/P-Operations 
Customer Sen/ice 
Sr, VP-Operations'Office 

Subtotal 
'-Enerqy Deliverv 
Construction 8 Maintenance 
Engineering 
Support Sen/ices 
System Operation 
VP-Energy Delivery's Office 

Subtotal 
'-Power Supply 
Environmental 
Power Supply Engineerinq 
Power Supply Operations 8 Maintenance 
Power Supply Sen/ices 
System Planning 
VP-Power Supply 's Office 

Subtotal 
c. VP-Public Affairs 
Corporate Planning {Est, 8/11/08, indudes IRP) 
Governmental Relations 
:• ••• Planning 
EVP-Public Affairs' Office 

Subtotal 
'-Corporate Relations 
Corporate Communications 
VP-Corporate Relations' Office 

Subtotal 
P-Government & Community Affairs 
Education & Consumer Affairs 
Regulatory Affairs 
VP-Govt 8 Comm Affairs' Office 

Subtotal 
Company Total 

9/30/08 
Actual 

10 
2 
12 

0 

11 
10 
44 
17 
5 
87 

27 
92 
22 
9 
3 
153 

17 
2 
19 

51 
9 
3 
4 
67 

9 
12 
10 
11 
2 
44 

139 
2 
141 

213 
82 
83 
114 
2 
494 

23 
47 
341 
15 
20 
3 
449 

7 
2 

2 
11 

9 
3 
12 

7 
12 
7 
26 
1515 

2008 
Budget" 

11 
3 
14 

0 

11 
9 
50 
18 
5 
93 

26 
94 
22 
9 
3 
154 

18 
2 
20 

53 
9 
3 
4 
69 

9 
13 
10 
12 
2 
46 

147 
2 
149 

220 
88 
85 
117 
2 
512 

24 
47 
354 
15 
22 
2 
464 

6 
3 

3 
12 

10 
3 
13 

8 
15 
7 
30 
1576 

Vacancies 

-1 
-1 
-2 

0 

0 
1 
-6 
-1 
0 
-6 

1 
-2 
0 
0 
0 
-1 

-1 
0 
-1 

-2 
0 
0 
0 
-2 

0 
-1 
0 
-1 
0 
-2 

-8 
0 
-8 

-7 
-6 
-2 
-3 
0 
-18 

-1 
0 
-13 
0 
-2 
1 
-15 

1 
-1 

-1 
-1 

-1 
0 
-1 

-1 
-3 
0 
-4 
-61 

DOD-IR-87 
DOCKET NO. 2008-0083 
ATTACHMENT 2 
PAGE 1 OF 1 

Employee counts include interns and temporary employees on HECO payroll, but exclude employees covered under tfie DSM surcharge adjustment 
docket for all years, 
2008 Budget counts reflect the budget forecast as noted on HECO-1503. 



08/31/08 Vacancies 

President's Office 

Sr. 

Corporate Audit 8 Compliance 
President's Office 

Subtotal 
ExecVP 

Subtotal 
VP-Corporate Excellence 

SVF 

VP-

Sr. 

V 

Sr. 

V 

V 

Exe 

V 

V 

Compensation 8 Benefits 
Industrial Relations 
Safety, Security 8 Facilities 
Workforce Staffing 8 Development 
VP-Corporate Excellence's Office 

Subtotal 
-Finance & Administration 
General Accounting 
Information Technoloqy 8 Sen/ices 
Management Accounting 8 Fin Svcs 
Risk Management 
Financial VP/Treasurer's Office 

Subtotal 
General Counsel 
Legal/Land and Rights of Way 
VP-Gen Counsel's Office 

Subtotal 
i/P-Energy Solutions 
Customer Installations 
Energy Projects 
Technology 
Sr, VP-Energy Solutions' Office 

Subtotal 
'-Customer Solutions 
Customer Technology Applications 
Energy Sen/ices' 
Forecasts 8 Research 
Marketing Sen/ices 
VP-Customer Solutions' Office 

Subtotal 
\/P-Operations 
Customer Sen/ice 
Sr, VP-Operations' Office 

Subtotal 
'-Energy Delivery 
Construction & Maintenance 
Engineering 
Support Sen/ices 
System Operation 
VP-Energy Delivery's Office 

Subtotal 
'-Power Supply 
Environmental 
Power Supply Engineering 
Power Supply Operations 8 Maintenance 
Power Supply Sen/ices 
System Planning 
VP-Power Supply 's Office 

Subtotal 
c. VP-Public Affairs 
Corporate Planning (Est, 8/11/08, includes IRP} 
Governmental Relations 

-Planninq (IRP) 
EVP-Public Affairs'Office 

Subtotal 
'-Corporate Relations 
Corporate Communications 
VP-Corporate Relations' Office 

Subtotal 
'-Government & Community Affairs 
Education 8 Consumer Affairs 
Regulatory Affairs 
VP-Gov't 8 Comm Affairs' Office 

Subtotal 
Company Total 

8/31/08 
Actual 

9 
3 
12 

0 

11 
9 
41 
17 
5 
83 

26 
92 
21 
9 
3 
151 

16 
2 
18 

51 
9 
3 
4 
67 

9 
12 
10 
11 
2 
44 

139 
2 
141 

213 
81 
83 
114 
2 
493 

24 
47 
338 
16 
20 
3 
448 

7 
2 

2 
11 

9 
3 
12 

7 
12 
7 
26 
1506 

2008 
Budget" 

11 
3 
14 

0 

11 
9 
50 
18 
5 
93 

26 
94 
22 
9 
3 
154 

18 
2 
20 

53 
9 
3 
4 
69 

9 
13 
10 
12 
2 
46 

147 
2 
149 

220 
88 
85 
117 
2 
512 

24 
47 
354 
15 
22 
2 
464 

6 
3 

3 
12 

10 
3 
13 

S 
15 
7 
30 
1576 

Vacancies 

-2 
0 
-2 

0 

0 
0 
-9 
-1 
0 
-10 

0 
-2 
-1 
0 
0 
-3 

-2 
0 
-2 

-2 
0 
0 
0 
-2 

0 
-1 
0 
-1 
0 
-2 

-8 
0 
-8 

-7 
-7 
-2 
-3 
0 
-19 

0 
0 
-16 
1 
-2 
1 
-16 

1 
-1 

-1 
-1 

-1 
0 
-1 

-1 
-3 
0 
-4 
-70 

DOD-IR-87 
DOCKET NO. 2008-0083 
ATTACHMENT 3 
PAGE 1 OF 1 

Employee counts include interns and temporary employees on HECO payroll, but exclude employees covered under the DSM surcharge adjustment 
docket for all years, 
2008 Budget counts reflect the budget forecast as noted on HECO-1503. 



DOD-IR-88 
DOCKET NO. 2008-0083 
PAGE 1 OF 1 

DOD-IR-f 

EEI. Please break out the amount of Edison Electric Institute (EEI) dues in 2008 into the 
following: 
a. Core dues 
b. Utility Solid Waste Activities Group (USWAG) membership dues 
c. Industry Structure Separately Funded Activities dues 
d. Environment Structure Separately Funded Activities dues 

HECO Response: 

a. The 2008 EEI membership dues are allocated to the following categories according to the 

EEI membership dues invoice: 

Membership Dues Category Per Invoice 

Regular Activities of Edison Electric Institute 
Industry Issues 
Mutual Assistance Program 

Total 2008 EEI Dues 

2008 Amount 

$ 405,096 
40,512 

5,000 
$ 450,608 

HECO Portion | 
For TY 2009 | 

$ 267,585 
26,760 

3,303 ! 
$ 297,647 1 

For the 2009 test year, the Company excluded EEI's estimated amount spent on legislative 

advocacy, legislative policy research, advertising, marketing and public relations activities 

from the "Regular Activities of Edison Electric Institute." Refer to Note 2 at exhibit HECO-

1404 page 4 of B. Tamashiro's (HECO T-14) direct testimony. Similarly, the Company 

excluded EEI's estimated amount spent on issues related to influencing legislation from 

"Industry Issues." Refer to Note 3 at exhibit HECO-1404 page 4 of B. Tamashiro's (HECO 

T-14) direct testimony. Attachments 1 and 2 to HECO's response to DOD-IR-90 contain 

copies of HECO's 2007 and 2008 EEI invoices, respectively. 

b. The EEI invoice does not break out "Utility Solid Waste Activities Group (USWAG)" 

membership dues. 

c. The EEI invoice does not break out "Industry Structure Separately Funded Activities" dues. 

d. The EEI invoice does not break out "Environmental Structure Separately Funded Activities" 

dues. 
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DOD-IR-89 

EEI. Please break out the amount of actual 2007 EEI dues into the following 
a. Core dues 
b. Utility Solid Waste Activities Group (USWAG) membership dues 
c. Industry Structure Separately Funded Activities dues 
d. Environment Structure Separately Funded Activities dues 

HECO Response: 

a. The 2007 EEI membership dues are allocated to the following categories according to the 

EEI membership dues invoice: 

Membership Dues Category Per Invoice 

i RegulM" Activities of Edison Electric Institute 

j Industry Structure Assessment 

1 Mutual Assistance Progrmn 

Total 2007 EEI Dues 

1 2007 Amount 1 

$ 

$ 

381,124 

38,112 

5,000 

424,236 

HECO's response to DOD-IR-90(b) identifies HECO's recorded allocated portion of EEI 

dues for 2007. Attachments 1 and 2 to HECO's response to DOD-IR-90 contain copies of 

HECO's 2007 and 2008 EEI invoices, respectively. 

b. The EEI invoice does not break out "Utility Sohd Waste Activities Group (USWAG)" 

membership dues. 

c. The EEI invoice does not break out "Industry Structure Separately Funded Activities" dues. 

d. The EEI invoice does not break out "Environmental Structure Separately Funded Activities" 

dues. 
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EEI 
a. Please provide EEI invoices for 2007 and 2008. 
b. Please show all amounts recorded by HECO for EEI in 2007 and 2008 by account and type 

of EEI dues. This would include all EEI dues that HECO recorded in operating expense 
accounts and below-the-line lobbying expense accounts (e.g.. Account 426). 

c. Please show in detail how HECO determined the amount of EEI dues to be recorded to 
below-the-line accounts for 2007 and 2008 actual, and for its estimated 2009 test year EEI 
expense. 

d. Please provide all communications from EEI in 2007 and 2008 relating to identification of 
the portions of EEI dues relating to influencing legislation and EEI dues-funded activities 
that are considered "non-deductible" for federal income tax purposes. 

e. Please provide breakouts of EEI dues for each year 2006, 2007 and 2008 into the NARUC 
specified operating expense categories: (1) legislative advocacy, (2) legislative policy 
research, (3) regulatory advocacy, (4) regulatory policy research, (5) advertising, (6) 
marketing, (7) utility operations and engineering, (8) finance, legal, planning and customer 
service, and (9) public relations. 

HECO Response: 

a. See Attachments 1 and 2 for copies ofthe 2007 and 2008 EEI invoices, respectively. 

b. HECO recorded its allocated portion of EEI membership dues of $296,965 in 2007 and 

$244,444 in 2008 to date (represents first, second, and third quarters of 2008), in NARUC 

account 9302, "Miscellaneous General Expenses." The remaining amounts have been 

allocated to MECO and HELCO. 

c. As mentioned in item b. above, HECO records its EEI membership dues in NARUC account 

9302, "Miscellaneous General Expenses," rather than in below-the-line accounts. However, 

as mentioned in HECO's response to DOD-IR-88, for the test year 2009, HECO excluded 

costs from its EEI membership dues related to certain activities of EEI such as legislative 

advocacy, legislative policy research, advertising, marketing, public relations and influencing 

legislation. 
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d. There have been no communications with EEI in 2007 and 2008 relating to influencing 

legislation and EEI dues-funded activities that are considered "non-deductible" for federal 

income tax purposes. 

e. As mentioned in item b. above, HECO records its EEI membership dues to NARUC account 

9302, "Miscellaneous General Expense." 
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EDISON ELECTRIC 
INSTITUTE 

INVOICE FOR MEMBERSHIP DUES 

701 PENNSYLVANIA AVENUE, NW 

WASHINGTON, DC 20004-2696 
PHONE (202) 508-5000 

"•î r̂ADate w 
03/26/2007 

•̂ :̂ V •Invb(«,Nainb«^,..: 
1-000050682 

MR. T. MICHAEL MAY 

PRESIDENT AND CEO 

HAWAIIAN ELECTRIC C O INC 

PO Box 2750 
HONOLULU, HI 96840-0001 

Payment D u e on or before S/1/2007 
(Interest charges will accrue after due date) 

Description 
2007 Membersh ip Dues for l " Quar t e r : 

Regular Activities of Edison Electric Institute' 

Industry Structure Assessment^ 

Mutual Assistance Program^ 

Total 

' Pursuant to OBRA, the portion of membership dues allocable during 2007 relating to influencing 
legislation not deductible for Federal Income Tax purposes is estimated to be 20%. 

' The portion ofthe voluntary Industry Structure Assessment allocable during 2007 relating to 
influencing legislation is estimated to be 40%. 

^ Voluntary assessment approved by EEI Executive Committee relating to improvements fcr the rapid 
response to disasters. No portion of this assessment is allocable to influencing legislation. 

Total 

$95,281 

9,528 

1,250 

$ 106,059 

PLEASE NOTE INFORMATION FOR WIRING. 

The following is instruction for transferring funds electronically to Edison Electric Institute's account at the Wachovia Bank 
N.A. in Washington, DC: 

Beneficiary's Bank: 

Bank's Address: 

Bank's ABA Number: 

Beneficiary: 

Beneficiary's Acct No: 

Beneficiary's Address; 

Wachovia Bank, N.A. 

Washington, DC 

0 5 4 0 0 1 2 2 0 

Edison Electric Institute 

2000013842897 

701 Pennsylvania Avenue, NW 
Washington, DC 20004-2696 USA 

Beneficiary Reference: 2007 Membership Dues 

Please refer any questions to Ed Milad at: phone-(202) 508-5430; fax-(202) 508-5030; or e-raail-emilad@eei.org. 

mailto:e-raail-emilad@eei.org
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INVOICE FOR MEMBERSHIP DUES 

REMITTANCE COPY 

S:-'---- ^ 1 ^ S 
03/26/2007 

Invoice Numberl J 
1-000050682 

MR. T .MICHAEL MAY 

PRESIDENT AND CEO 

HAWAIIAN ELECTRIC C O INC 

PO Box 2750 
HONOLULU, HI 96840-0001 

P igmen t D u e on or before 7/1/2007 
(Interest charges mil accrue after due date) 

De-icriptiun r̂ f ^ p m r Total 1 

2007 Membership Dues for 2"** Quarter; 

Regular Activities of Edison Electric Institute' 

Industry Structure Assessment̂  

Mutual Assistance Program^ 

Total 

' Pursuant to OBR.A, the portion of memberabip dues allocable during 2007 relating to ij:if]uencing 
legislation not deductible for Federal Income Tax purposes is estimated lo be 20%. 

' The portion ofthe voluntary Industry Strucnire Assessment allocable during 2007 relating to 
influencing legislation is esdmated to be 40%. 

* Voluntary assessmeni approved by EEI Executive Commiltee relating to improvements for the rapid 
response Io di:iasieis. No poitior of this asscs.sment is albcable to influencinR legislation. 

S 95,281 

9,528 

1.250 

S 106.059 

PLEASE NOTE INFORMATION FOR WIRING. 

The following is instruction for transferring funds electronically to Edison Electric Institute's account at the Wachovia Bank 
N.A. in Washington, DC: 

Beneficiary's Bank: 

Bank's Address: 

Bank's ABA Number: 

Beneficiary: 

Beneficiary's Acct No: 

Wachovia Bank, N.A. 

Washington, DC 

0 5 4 0 0 1 2 2 0 

Edison Electric Institute 

2 0 0 0 0 1 3 8 4 2 8 9 7 

Beneficiary's Address: 701 Pennsylvania Avenue, NW 

Washington, DC 20004-2696 USA 

Beneficiary Reference: 2007 Membership Dues 

Please refer any questions to Ed Milad at: phone-(202) 508-5430; fax-(202) 508-5030; or e-mail-emilad@eei.org. 

mailto:e-mail-emilad@eei.org
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EE! EDISON ELECTRIC 
INSTITUTE 

INVOICE FOR MEMBERSHIP DUES 

701 PENNSYLVANIA AVENUE, NW 
WASHINGTON, DC 20004-2696 

PHONE (202) 508-5000 
• ^s:^ Date , 

03/26/2007 
iBViatM Niiinb(yr' 

1-000050682 
MR. T. MICHAEL MAY 
PRESIDENT AND CEO 

HAWAIIAN ELECTRIC C O INC 

PO Box 2750 
HONOLULU, HI 96840-0001 

Payment D u e on or before 10/1/2007 
(Interest charges wiil accrue after due date) 

Description 
2007 Membership Dues for 3'̂ " Quarter: 

Regular Activities of Edison Electric Institute' 

Industry Structure Assessment^ 

Mutual Assistance Program^ 

Total 

' Pursuant to OBRA, the portion of membership dues allocable during 2007 relating to influencing 
legislation not deductible for Federal Income Tax purposes is estimated to be 20%. 

^ The portion ofthe voluntary Industry Structure Assessment allocable during 2007 relating to 
influencing legislation is estimated to be 40%. 

' Voluntary assessment approved by EEI Executive Committee relating to improvements for the rapid 
response to disasters. No portion of this assessment is allocable to influencing legislation. 

Total 

$95,281 

9,528 

1,250 

S 106,059 

PLEASE NOTE INFORMATION FOR WIRING. 

The following is instruction for transferring funds electronically to Edison Electric Institute's account at the Wachovia Bank 
N.A. in Washington, DC: 

Beneficiary's Bank: 

Bank's Address: 

Bank's ABA Number: 

Beneficiary: 

Beneficiary's Acct No: 

Wachovia Bank, N.A. 

Washington, DC 

0 5 4 0 0 1 2 2 0 

Edison Electric Institute 

2 0 0 0 0 1 3 8 4 2 8 9 7 

Beneficiary's Address: 701 Pennsylvania Avenue, NW 
Washington, DC 20004-2696 USA 

Beneficiary Reference; 2007 Membership Dues 

Please refer any questions to Ed Milad at: phone-(202) 508-5430; fax-(202) 508-5030; or e-mail-emllad@eei.org. 

mailto:e-mail-emllad@eei.org
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EDISON ELECTRIC 
INSTITUTE 

INVOICE FOR MEMBERSHIP DOES 

701 PENNSYLVANIA AVENUE, NW 
WASHINGTON, DC 20004-2696 

PHONE (202) 508-5000 

M R . T. MICHAEL MAY 
PRESIDENT AND CEO 
HAWAIIAN ELECTRIC CO INC 
PO Box 2750 
HONOLULU, HI 96840-0001 

M'^-l>^^r^ 
03/26/2007 

, , ^ J ^ 
1-000050682 

Payment Due on or before 12/1/2007 
(Interest charges wifl accrue after due date) 

Description 
2007 Membersh ip Dues for 4*" Quar te r : 

Regular Activities of Edison Electric Institute' 

Industry Structure Assessment^ 

Mutual Assistance Program' 

Total 

' Pursuant to OBRA, the portion of membership dues allocable during 2007 relating to influencing 
legislation not deductible for Federal Income Tax purposes is estimated to be 20%. 

^ The portion of the voluntary Industry Structure Assessment allocable during 2007 relating to 
influencing legislation is estimated to be 40%. 

' Voluntary assessment approved by EEI Executive Committee relating to improvements for the rapid 
response to disasters. No portion of this assessment is allocable to influencing legislation. 

Total 

$95,281 

9,528 

1,250 

$ 106,059 

PLEASE NOTE INFORMATION FOR WIRING. 

The following is instruction for transferring funds electronically to Edison Electric Institute's account at the Wachovia Bank 
N.A. in Washington, DC: 

Beneficiary's Bank: 

Bank's Address: 

Bank's ABA Number: 

Beneficiary: 

Beneficiary's Acct No: 

Wachovia Bank, N.A. 

Washington, DC 

0 5 4 0 0 1 2 2 0 

Edison Eiectric Institute 

2 0 0 0 0 1 3 8 4 2 8 9 7 

Beneficiary's Address: 701 Pennsylvania Avenue, NW 

Washington, DC 20004-2696 USA 

Beneficiary Reference: 2007 Membership Dues 

Please refer any questions to Ed MUad at: phone-(202) 508-5430; fax-(202) 508-5030; or e-mail-eniilad@eei.org. 

mailto:e-mail-eniilad@eei.org
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INVOICE FOR MEMBERSHrP DUES 

mfmmm^^^m 
03/IS/2008 

;:- '̂ 'Ji'Iiiii^ice'Nijmher^^ff^^ 
1-000065462 

Payment Due on or before 04/15/08 
(Interest charges will accrue after due date) 

Description /"cM^ '̂̂ î ^^ '̂' ^•••/:;i''^^.i'!;.:ife?<;i^iif;i;^5f^i-*;^^ • Total 

2008 Membership Dues for l " Quarter: 

Regular Activities of Edison Electric Institute' 
Industry Issues' 
Mutual Assistance Program' 

2008 Contribution to The Thomas Alva Edison Foundation (Edison Foundation), 
including the Institute for Electric Efficiency* 

Total 

$101,274 
10,128 

1,250 

3,750 

l-The purlioji ornmmbership dues allocable diir{ng2D08 relating to itifluencing legislation not 
deductible for federal income tax purposes is estimated to be 20%. 
2- The portion of the voluntaiy industry issues allocable during 2O08 relatmg to influencing legislation is 
esiimflied to be 40%. 
3- Voluntary assessment approved by EEI Executive Commiltee relating to improvements forthe rapid 
response to disasters. No portion of this assessment is allocable to influencing legislation. 
4-The Edison Foundation is an IRC 5Qi(c)(3) educational and charitable organization. The Institute for 
Electric Efficiency (lEE) is a p r o ^ m ofthe Fdison Foundalion. 

$116,402 

PLEASE NOTE INFORMATION FOR WIRING. 

The following is instruction for transferring funds electronically to Edison Electric Institute's account at the Wachovia Bank 
N.A. in Washington, DC: 

Bcncflciary's Bank: 

Bank's Address: 

Bank's ABA Number: 

Benericiary: 

Beneficiary's Acct No; 

Wachovia Bank, N.A. 

Washington, DC 

0 5 4 0 0 1 2 2 0 

Edison Electric Institute 

2 0 0 0 0 1 3 8 4 2 8 9 7 

Beneficiary's Address: 701 Pennsylvania Avenue, NW 

Washington, DC 20004-2696 USA 

Beneficiary Reference: 2008 Membership Dues 

Please refer any questions to Ed Milad at: pbone-(202) 508-5430; fax-(202) 508-5037; or e-mail-emilad@eeiQrg, 
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INVOICE FOR MEMBERSHIP DUES 

-f' • Datĉ i-̂ r-V̂ '/̂  
03/18/200 S 

'̂ -ryViirivbice-NiiiffbeiS^^il 
1-000065462 

Payment D u e on o r before 06/01/08 
(Interest charges will accrue after due date) 

D e s c r i p t i o n - - " ^ " " ; . . . - . . , - . - . . • ••.:-:••- ' '•'•" '->• - ; . - • :''•.'.:••.:•-•:: 

2008 M e m b e r s h i p Dues for 2"'̂  Q u a r t e r : 

Regular Activities of Edison Electric Institute' 
Industry Issues" 
Mutual Assistance Program* 

2008 Contribution to The Thomas Alva Edison Foundation (Edison Foundation), 
including the Institute for Electric Efficiency* 

Total 

1- The portion of membership dues allocable during 2008 relating to influencing legislation not 
deductible for ^derai income tax purposes is estimated to be 20%. 
2- The portion ofthe voluntary industry issues allocable during 2008 relating to influencing legislation is 
estimated to be 40%, 
3- Voluntary assessment approved by EEI Executive Committee relating to improvements for Ihc rapid 
response Co disasters. No portion of this assessment is allocable to influencing legislation. 
4- The Edison Foundadon is an IRC 50l(cX3) educational and charitable organization. The Institute for 
Electric Efficiencv (lEE) is a proeram ofthe Edison Foundation, 

• ' - : ; • ' ' • " • • " . . - . T o u t - - • • • • ' - ^ i : - - ^ ' 

Sl 01.274 
10.128 
1,250 

3,750 

$116,402 

PLEASE N O T E INFORMATION F O R W I R I N G . 

The following is instruction for transferring funds electronically to Edison Electric Institute's account at the Wachovia Bank 
N.A. in Washington, DC: 

Beneficiary's Bank: 

Bank's Address: 

Bank's ABA Number: 

Beneficiary: 

Wachovia Bank, N.A. 

Wasbingtoni DC 

0 5 4 0 0 1 2 2 0 

Edison Electric Institute 

Beneficiary's Acct No: 2 0 0 0 0 1 3 8 4 2 8 9 7 

Beneficiary's Address: 701 Pennsylvania Avenue, NW 

Wflshmgton, DC 20004-2696 USA 

Beneficiary Reference: 2008 Membership Dues 

please refer any questions to Ed Milad at: phone-(202) 508-5430; fax-(202) S08-5037; or e-mail-emilad@eei,org. 
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ipfvoiCE FOR MEMBERSHIP DUES 

Dafc '̂̂ ''.":C 
03/18/2008 

•l.'̂ 'f^e^IrivoiceiNumber' 
1-000065462 

Payment D u e on o r before 09/01/08 
(Interest charges will accrue after due date) 

Deacriptioii' i^m m^i^:i^{\-^T-^::^:;:^m^^'';^mmM ^ i ^ ^ ^ T o t i i "•---- ••••••; 

2008 Membership Dues for 3'̂ '' Quarter: 

Regular Activities of Edison Electric Institute' 
Industry Issues' 
Mutual Assistance Pt^gram' 

2008 Contribution to The Thomas Alva Edison Foundation (Edison Foundation), 
including the Institute for Electric Efficiency* 

Total 

SIO 1,274 
10,128 
1,250 

3,750 

Sll 6.402 

1 - The portion of membership dues allocable during 2008 relating to influencing legislation not 
deductible for federal income tax purposes is estimated to be 20%. 
2- The portion of Ihe voluntary industry issues allocable during 2008 relating to influencing legislation is 
eslEmalccfto be 40%. 
3- Volurttary assessment approved by EEI Executive Commiltee relating to improvements for the rapid 
response to disasters. No ponion ofthis assessment is allocable to influencing legislation. 
4-The Edison Foundation is an IRC 501(c)C3) educational and charitable organization. The Institute for 
Eteptric Efficiency [fEE) is a program ofthe Edison Foundation, 

PLEASE NOTE INFORMATION FOR WIRING. 

The following is instruction for transferring fun<k electronically to Edison Electric Institute's account at the Wachovia Bank 
N.A. in Washington, DC: 

Beneficiary's Bank: 

Bank's Address: 

Bank's ABA Number: 

Beneficiary: 

Beneficiary's Acct No: 

Wachovia Bank, N.A. 

Washington, DC 

0 5 4 0 0 1 2 2 0 

Edison Electric Institute 

2 0 0 0 0 1 3 8 4 2 8 9 7 

Beneficiary's Address: 701 Pennsylvania Avenue, NW 

Washington, DC 20004-2696 USA 

Beneficiary Reference: 2008 Membership Dues 

Please refer any questions to Ed Milad at: phone-(202) 508-5430; fax-(202) 508-5037; or e-mail-emilad@eei.org. 

mailto:e-mail-emilad@eei.org
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INVOICE FOR MEMBERSHIP DUES 

•!m^^^TisB^"'''r% 
03/18/2008 

^^sr '̂KviiicfeNuriiherJ^SiKvl 
1-000065462 

Payment Due on or before 12/01/08 
(Interest charges wili accrue after due date) 

fPescr iptidh'^jf ̂ i";̂b-jv̂ -̂^ '"-̂^ ! \ - - i ' ~ . ' \':^n'^::''-''- TotaF^"""'-'-'-'^^ 

2008 Membership Dues for 4"* Quarter: 

Regular Activities of Edison Electric Institute' 
Industry Issues^ 
Mutual Assistance Program' 

2008 Contribution to Tlie Thomas Alva Edison Foundation (Edison Foiuidation), 
including the Institute for Electric Efficiency* 

Total 

$101,274 
10,128 

1,250 

3,750 

Sl 16.402 

1- The portion of membership dues allocable during 200S relating to influencing legislation not 
deductible for federal income tax purposes is estimated to be 20%. 
2- The portion ofthe voluntary industry issues allocable during 2008 relating to influencing legislation is 
estimated to be 40%. 
3- Voluntary assessment approved by EEI Executive Committee relating to improvements for the rapid 
response to disasters. No poition of this assessment is allocable to influencing legislation. 
4- The Edison Foundation is an IRC 501(c)(3) educational and charitable organization. The Institute for 
Electric EfHciency (lEE) is a program ofthe Edison Foundation. 

PLEASE N O T E I N F O R M A T I O N F O R W I R I N G . 

The following is Instruction for transferring funds electronically to Edison Electric Institute's account at the Wachovia Bank 
N.A. in Washington, DC: 

Beneficiary's Bank: 

Bank's Address; 

Bank's ABA Number: 

Beneficiary: 

Beneficiary's Acct No: 

Wachovia Bank, N.A. 

Washington, DC 

0 5 4 0 0 1 2 2 0 

Edison Electric Institute 

2 0 0 0 0 1 3 8 4 2 8 9 7 

Beneficiary's Address: 701 Pennsylvania Avenue, NW 

Washington, DC 20004-2696 USA 

Beneficiary Reference: 2008 Membership Dues 

Please refer any questions to Ed Milad at : phone-(202) 508-5430; fax-(202) 508-5037; or e-mail-emitad@eei.org. 

mailto:e-mail-emitad@eei.org
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Refer to the response to CA-IR-3 T-11. 

a. Have all expenses related to "restricted stock" and stock based compensation, stock 
options, and incentive compensation been removed from test year operating expenses? 

b. If the answer to part a is negative, please identify, quantify (showing the amounts 
remaining in each account) and explain all remaining amounts for "restricted stock," stock 
options, and incentive compensation and other forms of stock based compensation. 

HECO Response: 

a. Yes, all expenses related to restricted stock and stock based compensation, stock options 

and incentive compensation have been removed from the test year operating expenses. 

b. N/A. 
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On October 3, 2008, the U.S. House and Senate have approved and President Bush is expected to 
sign a Financial Bailout Bill that includes $150 Billion in tax benefits. Please identify, quantify 
and explain in detail how these tax changes are expected to impact HECO for the 2009 test year. 
Include all analysis and detailed supporting workpapers. 

HECO Response: 

The Emergency Economic Stabilization Act ("EES Act") of 2008 was signed into law on 

October 3, 2008 and included a tax package that provides a wide range of energy mid 

conservation-related incentives and numerous extensions of expired or expiring provisions that 

could impact the Company in the future. 

In the area of business credits, the credit for research activities termination date was 

extended for two years through December 31,2009. Although the Company expects to earn a 

credit for 2009 (approximately $330,000 less tax effect), the benefit of this credit is not taken 

into account for the 2009 test year. The credit sunsets on December 31, 2009 and therefore, 

HECO has excluded this credit as a normalization adjustment. 

The FUTA surtax of 0.2% on the first $7,000 of employee income was extended through 

December 31, 2009. This surtax was initially imposed in 1976 and has been extended numerous 

times. The expectation is that it will be extended again after the current extension. However, 

consistent with the treatment ofthe research activities credit above, the surtax (adjusted for 

revised employee count) should be excluded from revenue requirements. The impact to the 2009 

test year, before any update to employee count, is a reduction in payroll expense of $16,000 

(total FUTA expense of $66,000 in direct testimony multiplied by the fraction 0.2/0.8, which is 

the ratio of surtax to total tax rate with surtax). 
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In the area of energy conservation, the EES Act extended the expiration dates of a 

number of credits and added a few new credits and deductions. Except for the change to smart 

meter depreciation, these provisions do not affect revenue requirements for the test year, as these 

new provisions have no application to the Company's forecasted operations. Generally these 

credits are directed towards individual consumers or producers of renewable fuels and ultimately 

will have MI impact on the cost and consumption of electricity. One item of note is a change in 

the credit for biodiesel from 50 cents per gallon to $1 per gallon for all types of biodiesel, which 

could affect the cost of biodiesel purchased for the new CIP generation unit. 

Although not affecting 2009 revenue requirements, it should be noted that the Section 48 

energy credit will likely have a direct impact on the Company in the future, as the effective date 

was extended out to 2016 and the credit now can be utilized by public utilities. It applies to 

investments in a variety of renewable generation assets such as solar equipment, fuel cells and 

micro turbines. The potential credits could influence the Company's decision to invest in these 

types of properties. 

A 10-year recovery period and 150% declining balance method is provided for any 

qualified smart electric meter or qualified smart electric grid system. A very nominal amount of 

qualified equipment is included in the test year plant additions, for which the Company has not 

computed the deferred income taxes based on the shorter recovery life. See the response to 

CA-IR-216. Prior to this change in the law, this equipment was treated as 20-year distribution 

property. 


